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WALTER J. HICKEL, GOVERNOR

P.O.BOXC
DEPARTMENT OF ADMINISTRATION FNEAL ALASKA 99811-0200

PHONE: (907) 465-2200
OFFICE OF THE COMMISSIONER FAX: (907) 465-2135

December 17, 1990

The Honorable Walter J. Hickel
Governor of Alaska

P.O.Box A

Juneau, AK 89811

Dear Governor Hickel:

It is my pleasure to submit to you the Annual Report of the Alaska Public Employees’
Retirement System (PERS) and Teachers' Retirement System (TRS).

This report shows the financial condition of both the PERS and TRS funds as of June 30,
1990. it has been prepared on the basis of standards set forth by the Governmental
Accounting Standards Board and Financial Accounting Standards Board and is submitted
in accordance with the requirements of Alaska Statutes 39.35.020(5) (PERS) and
14.25.030(4) (TRS).

Sincerely,

Millett Keller
Commissioner
MK/tz
19/6/AFR90GOV.PM3
Enclosure
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WALTER J. HICKEL, GOVERNOR
PLEASE REPLY TO:

O P.O.BOXCR
JUNEALU, AK 99811-0203

DEPARTMENT OF ADMINISTRATION PHONE:  (907) 465-2460

FAX: (907) 465-3086

) 701 EAST TUDOR RD, SUITE 240

DIVISION OF RETIREMENT AND BENEFITS ANCHORAGE, AK 99503-7445
PHONE: (907) 563-5885
FAX: (907) 561-6048

December 17, 1990

Commissioner Millett Keller
P.O.Box C

Department of Administration
Juneau, Alaska 99811--0200

Dear Commissioner Keller:

The Annual Financial Report of the Public Employees’ (PERS) and Teachers’ {TRS) Retirement
Systems for the fiscal year ended June 30, 1990, is hereby submitted. Responsibility for both the accu-
racy of the data and the completeness and fairmness of the presentation, including all disclosures, rests
with the Systems. To the best of my knowledge and belief, the enclosed data are accurate in all material
respects and are reported in a manner designed to present fairly the financial position and resuits of
operations of the Systems. All disclosures necessary to enable the reader to gain an understanding of
the Systems' financial activities have been included.

While only summarized in this letter, the Introductory, Public Employees’ Retirement System, and
Teachers' Retirement System Sections of the report provide details for each system that will enable the
reader to see the results of another successtul year.

REPORTING ENTITY

The Legislature established the Teacher's Retirement System (TRS) on July 1, 1955, and the Public
Employees’ Retirement System (PERS) on January 1, 1961, to attract and retain qualified people in
public service employment. In addition to providing retirement benefits, the Systems also offer other
valuable items such as disability and death benetits.

TFY19%0 . FY1989 - - FY1988 .. .
- PERS TRS ' PERS . TRS | PERS TRS
Number of participating employers
(reporting entities) 143 60 135 61 123 . B3
Number of participating
members 29,086 8,586 28,058 8,527 26,676 8,218
Number of retired members 7.365 3,184 6,967 3,098 6,702 2972
Average Annual Retirement
Benefit $11,628 $22,236 $11.472 $21,708 $11.328 $21,240
Average Annual Retiree Medical
Premium $2,990 $2,990 $2,743 $2,743 $1,683 $1,683

1
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MAJOR INITIATIVES

The following legisiation affecting the retirement systems passed during the 1990 legislative session:

A

A

A

Chapter 18, SLA 1990, amended the 1989 Retirement incentive Program (RIP} to:

(1) increase the period within which savings in personal services costs must be shown from
three years to five years;

{2) allow members to pay part of their employers’ costs if their retirements do not result in a
savings over a five year period;

(3) extend the application peried until March 31, 1991, fof political subdivision members; and

(4) extend the retirement deadline for employees of the State Division of Elections until
February 1, 19921.

Chapter 40, SLA 1990, abolished the Public Employees’ and Teachers' Disability Review Board.
Chapter 40 also adds two physician board members to the existing PERS and TRS Boards to
review applications for disability and determine eligibility for disability benefits.

Chapter 47, SLA 1990, places probation officers under the “peace officer” provision of the PERS.

Chapter 79, SLA 1990, allows TRS members who have a combination of 20 years of part-time
and full-time membership service to retire at any age. Chapter 79 also established a new win-
dow period for TRS members with combined service to apply and retire under the RIP.

Chapter 97, SLA 1990, provides for automatic post retirement pension adjustments annually and
increased benefits for 20 years of service to TRS members. This law established various cost
containment measures to help pay for the increased benefits which include:

(1} raising the age for normal retirement from 55 to 60 for new members who are first hired
under the TRS after June 30, 1990;

{2 increasing members' contributions and requiring that those contributions be deducted
from members’ wages prior to withholding federal income taxes;

(3) limiting retiree medical insurance and the Alaska cost of living allowance to new mem-
bers who are under age 65, unless they are disabled;

(4) increasing the cost of claiming military and Alaska Bureau of Indian Affairs service for
new members; and

(5) prohibiting military service for new members who are entitled to federal retirement
benefits for the same military service.

Chapter 97 also added a new provision to recognize vesting for TRS members who have com-
pleted at least 12 school years of part-time membership service.
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ACCOUNTING SYSTEM AND REPORTS

The accrual basis of accounting is used in recording financial transactions. Revenues are recognized in
the accounting period in which they are earned and become measurable without regard to the date of
collection. Expenses are recorded when the corresponding liabilities are incurred, regardless of when
payment is made. Under our cash management program receipts are deposited as received. They are
recorded as undistributed deposits until they are allocated to member contributions, employer contribu-
tions, or investment income.

Management is responsible for establishing and maintaining an internal control structure .fgr the Systqms
that provides reasonable assurances regarding the safeguarding of assets and the reliability of financial
records.

ASSETS

At June 30, 1990, the PERS net assets totalled $2,746,555,000 and those of the TRS totaled _
$1,706,346,000. This was a PERS increase of 12.0% and a TRS increase of 10.4% over the prior year.

REVENUES

Funding for the Systems benefits is provided through investment income and the collection of employer
and employee contributions. The revenue sources for the years ending June 30, 1990 and 1989 are
shown as foilows:

Investment income $251,259,000 $302,741 ,000 $158,741,000 $190,413,000
Employer Contributions 96,418,000 78,932,000 53,670,000 47,348,000
Member Contributions - 69,720,000 65,104,000 35,224,000 31,888,000
Total $417,397,000 $446,777,000 $247,635,000 $269,649,000
EXPENSES

The primary expense of a retirement system is the payment of benefits. Consequently, recurring benefit
payments, refunds of contributions to terminated employees and the cost of administering the Systems
comprise the total expenses of the systems. The expenditures for the years 1990 and 1989 are reflected
below:

oo TRS

01990, 0 hoo 1989
Benefits $107,443,000 $100,454,000 $80,847,000 $73,401,000
Refunds 11,237,000 11,188,000 2 896.000 2,953,000
Administration 5,124,000 5,868,000 3 423,000 3.993,000
Total $123,804,000 $117,510,000 $87,166,000 $80,347,000
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FUNDING

Funds accrue from the excess of revenues over expenses and are accumulated by the Systems to meet
current and future benefit obligations. An annual actuarial valuation provides the best assurance that
funds will be available for current and future benefit payments.

The difference between the Systems' net assets and the present value of credited projected benefits, or
“projected benefit obligation,” is the unfunded accrued liability, aiso referred to as the “unfunded pension
benefit obligation.” The unfunded pension benefit obligation as of June 30, 1989, was $214,845,000 for
PERS and $77,254,000 for TRS.

The percentage computed by dividing the pension benefit obligation by the net assets is generally re-
ferred to as the funding ratio. The funding ratio increases as the assets available for benefits increase in
proportion to the present value of benefits that have been earned. The higher the level of funding, the
larger the ratio of assets accumulated and the greater the level of investment income potential. A high
level of funding gives the members a greater degree of assurance that pension benefits are secure.
Although the historical level of funding for the systems is good, constant effort will continue to be directed
at improving funding levels, thereby assuring the members of a financially sound retirement system. The
current funding ratio, as of June 30, 1989, is 91.6% for PERS and 95% for TRS.

PROFESSIONAL SERVICES

Professional consultants are hired to perform services essential to the efficient operation of the Systems.
Actuarial services are provided by William M. Mercer, Incorporated. The annuai financial audit of the
Systems was conducted by the accounting firm of Coopers & Lybrand. The Systems’ investment func-
tion is managed by the Alaska Department of Revenue, Division of Treasury.

ACKNOWLEDGEMENTS

The cooperation of the PERS and TRS employers contributes significantly to the success of the
Systems. We thank them for their continuing support.

The compilation of this report reflects the combined effort of the Systems’ staff. The information is
intended to provide complete and reliable information to make sound management decisions, which
protect the assets contributed by the members and their employers. The report is being mailed to all
employers in the Systems and other interested persons.

Respectfully submitted,

Gary M. Bader
Acting Director

GMB/KG/tz
19/6/AFRO0ILT PM3
Enclosure
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¢ certhenl pLOKC accountants

Coopers
Lybrand |

Raport o ndependent Accountants

Division of Retirement and Benefits and
Members of the Alaska Public Employees'
Retirement Board

State of Alaska

Public Employees' Retirement System

Juneau, Alaska

We have audited the accompanying statements of net assets
available for benefits of the State of Alaska Public Employees'
Retirement System as of June 30, 1990 and 1989, and the related
statements of changes in net assets available for benefits for
the vears then ended. These financial statements are the
responsibility of the management of the State of Alaska,
Department of Administratlon, Division of Retirement and
Benefits. Qur respensibility is to express an cpinion on these
financial statements based on our audits.

We conducted our audits in accordance w1th generally accepted
anditing standards. Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether
the financial statements are free of material misstatements. An
audit includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements. An
audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating
the overall financial statement presentation. We believe that
our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above
present fairly, 1in all material respects, the net assets
available for benefits as of June 30, 1990 and 1989, and changes
in net assets available for benefits for the years then ended, in
conformity with generally accepted accounting principles.

The supplemental schedules of funding progress and revenues by
source and expenses by type are not a required part of the basic
financial statements of the State of Alaska Public Employees!
Retirement System but are required by the Governmental Accounting
Standards Board. We have applied certain limited procedures,
which consisted principally of incquiries of management regarding
the methods of measurement and presentation of the supplementary

information. However, we did neot audit this information and
express no opinion on it.

Covpan § Lyl

Anchorage, Alaska
September 8, 1990




: . STATE OF ALASKA i
UBLIC EMPLOYEES’ RETIREMENT SYSTEM

STATI MENTS OF__NET ASSETS AVAILABLE FOR BENEF!TS _. |

June 30 1990 and"1 989

($000)
1990 1989
Assets:
Investments, at fair value :
Uniteg States Government securities $ 969,468 $ 1,059,796
Corporate bonds, notes and debentures 346,189 269.548
Domestic equity fund 854,128 665,998
Internationai equities ’ 198,346 148,654
Real estate equity funds 154,163 148,353
Total investments 2,522,294 2,292,349
Loans and mortgages, at cost, net of
allowance for ioan losses of $6,191
in 1990 and $6,382 in 1989 26,783 104,638
Receivables:
Contributions 4,129 3,765
Retirement incentive program 9, 146 6.618
Accrued interest and dividends 29.856 28,975
Total receivables 43.131 39.358
Cash and cash equivalents 88.794 21.165
Total assets 2,751,002 2,457,510
Liability - accrued expenses 4,447 4.548
Net assets available for benefits $2.746.555 $2.452.962

The accompanying notes are an integral part of the financial statements.

10




. STATE OF ALASKA_

PUBLlC EMPLOYEES RETIREMENT SYSTEM

' BEN EF!TS
0 for the years ended Ju ne 30 1 990 and 1989
($000)
1990 1989
Additions:
Investment income :
Net appreciation in fair value of investments $ 17.469 $ 108,088
Interest ' 145, 108 123,088
Dividends 32, 269 33,848
Net realized gains on sales 56.605 38,584
Total investment income before provision for
losses on loans and mortgages 251,451 303.608
Provision for losses on loans and morigages (192) {867)
Net investment income 251, 259 302,741
Contributions:
State of Alaska and other employers 88.322 78,932
Employees 69,344 65.104
Retirement incentive program:
State of Alaska and other employers 8,096
Employees 376
Total contributions 166,138 144 036
Total additions . 417,397 446,777
Deductions:
Benefits paid:
Retirement 85.301 82.389
Medical 22,142 18.065
Totai benefits paid 107,443 100,454
Refunds to terminated employees ' 11,237 11,188
Admimstrative expenses 5,124 5.868
Total deductions 123,804 117,510
Net increase 293.593 329.267
Net assets available for benefits:
Beginning of year 2,452,962 2.123.695
End of year $ 2.746,555 $ 2.452.962
] ]

The accompanying notes are an integral part of the financial siatements.

11




S STATEOFALASKA R
PUBLIC EMPLOYEES’ HETIREMENT SYSTEM

___'E;NOTES TO FINANCIAL STATEMENTS

1. Description of State of Alaska Public Employees’ Retirement System (Plan):

The following brief description of the Plan is provided for general information purposes only. Participants
shouid refer to the Plan agreement for more complete information.

General

The Ptan is the administrator of an agent muitiple-empioyer public employee retirement system
established and administered by the State of Alaska (State} to provide pension benefits for eligible State
employees and employees of its local government. Benefit and contribution provisions are established
by State taw and may be amended only by the State Legislature. The Plan is considered a part of the
State financial reporting entity and is included in the State’s financial reports as a pension trust fund. At
June 30, 1990, the number of participating local government employers was:

Municipalities 73
School districts 50
Cther _20
Total employers 143
S

Inclusion in the Plan is a condition of employment for eligible State emplioyees except, as ctherwise
provided, for elected officers. Any local government in the State may elect to have its permanent
general, police and fire department empioyees covered by the Plan. At June 30, 1889, Plan member-
ship consisted of:

Retirees and beneficiaries currently
receiving benefits and terminated

employees entitled to future benetfits - 9.281

Current empioyees :
General 25, 630
Police and fire 2. 414
28,044
Total 37.325
R

Continued
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. STATEOFALASKA =~
PUBL!C EMPLOYEES RETIREMENT SYSTEM

NOTES TO F!NANCIAL STATEMENTS Co ntlnued

1. Description of State of Alaska Public Employees’ Retirement System (Plan), Continued:

Generai, Continued

Current employees :

Vested:
General 13.345
Police and fire 1,598
Nonvested:
General 12,285
Police and fire 816
Total : 28,044

Pension Benefits

Employees hired prior to July 1, 1986 with five or more paid-up years of credited service are entitled to
annual pension benefits beginning at normal retirement age, fifty-five, or early retirement at age fifty. For
empioyees hired after June 30, 1988, the normal and early retirement ages are sixty and fifty-five,
respectively. Employees with thirty or more years of credited service (twenty years for peace officers

and firemen) may retire at any age and receive a normal benefit.

The normal annual pensicn benefit is based on years of service and average monthly compensation.
The average monthiy compensation is pased on the three highest years salaries. The benefit related
to all years of service earned prior to July 1. 1986, and for years of service through a total of 10 years
is equal to 2% of the emplayee's average montnly compensation for each year of service. The benefit
for over 10 years of service subsequent 10 June 30, 1986 is equal to 2-1/4% of the employee's average
manthly compensation for the second ten years and 2-1/2% for all remaining years ¢f service. Mimmum
benefits for employees eligible for retirement are $25 per month for each year of credited service.

Married employees must receive their benefits in the form of a joint and survivor annuity unless their

spouses consent to another form of benefit.

Major medical benefits are provided without cost to all employees first hired before Juiy 1, 1

Empioyees first hired after June 30, 1986 may elect major medical benefits.

Continued
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. STATEOFALASKA .
PUBLIC EMPLOYEES' RETIREMENT SYSTEM

 NOTES TO FINANCIAL STATEMENTS, Continued

Description of State of Alaska Public Employees’ Retirement System (Ptan), Continued:
Death and Disability Benefits

If an active employee dies from occupational or nonoccupational causes, the spouse may receive a
monthly pension from the Plan. When death is due to occupational causes and there is No surviving
spouse, the employee’s dependent child{ren) may receive a monthly pension until they are no ionger
dependents. The amountofthe occupationat death pension changes on the date the employee's normal
retirement would have occurred if the employee had lived. The new benefitis based on the employee's
average monthiy compensation at the time of his/her death and the credited service that would have
occurred had the empioyee lived and continued to work until normai retirement date.

Active empioyees who become permanently disabled cue to occupational or ngnoccupatonal causes
receive disability benefits until normal retirement age. Atnormal retirement age the disabled employees
begin receiving normal retirement benefits.

Etfect of Plan Termination

Should the Plan terminate at some future time, its net assets generally wilt not be available on a pro rata
basis to provide participants’ benefits. Whether a particuiar participant’s accumulated Plan be neﬁts will
be paid depends on the priority of those benefils at that time. Some benefits may be fully or partially
provided for by the then existing assets while other benefits may not be provided for at all.
Summary of Significant Accounting Policies:

Basis of Accounting

The Plan's financial statements are prepared using the accrual basis of accounting.

Continued
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- STATEOFALASKA
PUBLIC EMPLOYEES' RETIREMENT SYSTEM

NOTES TO FINANCIAL STATEMENTS, Continued.

2. Summary of Significant Accounting Policies, Continued:
Vaiuation of Investments

Investments, other than real estate equity funds and loans and mortgages, are carried at market value
to reflect their asset values as determined by the iast quoted market price at June 30, 1990 and 1989.

Real estate equity funds are stated at estimated market value as determined by the independent
management of the investment accounts. These investments do not have a readily available market and
generally represent iong-term investments.

Loans and mortgages are serviced by the institution from which the loan is purchased. The policy of the
Plan is to hold these investments unti maturity and, accardingly, the investments are stated atcost, less
an allowance for estimated loan losses. Loans and mortgages include approximatety $13.982.000 and
$12,548,000 for 1990 and 1989, respectively. of other real estate owned. Other real estaie owned
represents properties on which the Plan has foreclosed and is holding with the intent to resell.

The investment activity of all common stocks was consolidated October 1, 1987 with the common stocks
of other State funds to form a domestic equity fund. The activity and the June 30, 1990 and 1989
balances of this domestic equity fund are accounted for on a unit-accounting basis. All income and
realized and unrealized gains are allocated monthly to each participating fund on a pro-rata ownership
pasis. All income earned is included in dividend income. At June 30. 1990, and 1989, the Plan's
investment in the domestic equity fund is comprised of the following ($000) :

1990 1989
Domestic equities $793,529 $590.370
Interest and dividends receivables 2. 377 1.887
Cash and cash equivalents 28.222 73741
$854,128 $665.998
] AE—

Continued
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PUB:LIC EMPLOYEES’ RETIREMENT SYSTEM
N_OTES TO FINANCIAL STATEMENTS Contmued

2. Summary of Significant Accounting Policies, Continued:

Valuation of Investments, Continued

International equities at June 30, 1990 and 1989 are comprised of the following ($000) :

1990 1989
Foreign equities $188,128 $134,561
Cash and cash equivaients 10,218 14,093
$198.346 $148.654
P |
Cash and cash equivalents at June 30, 1990 and 1989 are comprised of the following.
1990 1989
Interest bearing deposits $18.733 $ 18,600
Investment maturities in transit 64,000
Repurchase agreements 5061 2,565
$88.794 $21.165
] L]

State of Alaska treasury investment policy requires that securities underly:ng repurchase agreements

must have a minimum market value of 102% of the cost of the repurchase agreement.

The Commissioner of Revenue has the statutory authority to invest the monies of the Plan. This
authority is delegated to investment officers of the Treasury Division of the Department of Revenue.
Alaska Statute provides for the investment in United States Treasury or agency securties; corporate
debt securities, preferred and common stock; commercial paper; securities of foreign governments,
agencies and corporations; foreign time deposits: gold bullion; futures contracts for the purpose of
hedging; real estate investment trusts; depasits within Alaska savings and loans and mutual savings
banks; deposits with state and national banks in Alaska: guaranteed loans. notes collateralized by

mortgages; certificates of deposit and banker's acceptances.

Continued
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. STATE OF ALASKA S
P‘UBLI‘C_EMPLOYEES’ F{ETIF{EME‘NT SYSTEM

ENOTES TO FINANCIAL STATEMENTS v Contlnued

2, Summary of Significant Accounting Policies, Continued:

To provide an indication of the level of credit risk assumed by the Plan at June 30, 1990, the Plan's
deposits and investments are categorized as follows:

Deposits

Category 1 - Insured or collateralized with securities held by the State or its custodian in the
State's name.

Category 2 - Collateralized with securities heid by the pledging financial institution’s trust
department or custodian in the State's name.

Category 3 - Uncollateratized.
Investments

Category 1 - Insured or registered for which the securities are held by the State or its custodian
in the State's name.

Category 2 - Uninsured and unregistered investments for which the securities are held by the
broker's or dealer's trust department or agent in the State's name.

Category 3 - Uninsured and unregistered investments for which the securities are held by the
broker's or dealer’s trust department or agent but not in the State's name.

Category {3000}  Market value

# #2 #3 (Carrying value)

Deposits - cash $ 88,794 $  88.794
Investments:

United State Government securities 969,468 969,468

Corporate bonds, notes and debentures 346,189 346.189

Domestic equity fund 854,128 854.128

International equities $198.346 ' 198.346

Real estate equity funds 154 163 - 154,163

$2.412.742 $198.346 §$-0- $2.611.088

Continued
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~ STATE OF ALASKA
PUBL!C EMPLOYEES’ RETIREMENT SYSTEM

__:_NOTES TO FlNANC!AL STATEMENTS Contmued

2, Summary of Significant Accounting Policies, Continued:
Investments, Continued

During 1990 and 1989, the Plan’s investments {including investments bought, sold, as well as heid
during the year) appreciated (depreciated) in value as follows (5000) :

1990 1989
United States Government securities $ (26, 656) $ 51389
Corporate bonds, notes and debentures (8.814) 17,884
Domestic equity fund 45,214 30, 628
International equity 8,293 2,604
Real estate equity funds _ (568) —.2.283

$ 17,469 $108.088

] A

The cost, market and carrying values of the Plan's investments at June 30, 1990 and 1988 are as follows

($000) :
1990
Carrying
Cost Market Value

United States Government securities % 906,484 $ 969,468 $ 969,468
Corporate bonds, notes and debentures 340,104 346,189 346.189
Domestic equity fund 758.775 854.128 854,128
international equities 183.654 198,346 198345
Real estate equity funds 140,027 154,163 154,163

Loans and martgages. net of allowance for
loan losses of $6.191 96.783 100,355 96.783
$2.425 827 $2.622.649 $2.619.077
R . ]

Continued
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' STATE OF ALASKA
PUBLIC EMPLOYEES' BETIREMENT SYSTEM

NOTES TOIFINANCIAL STATEMENTS Cantmued

Summary of Significant Accounting Policies, Continued:

Investments, Continued

1989
Carrying
Cost Market Value

United States Government securities $ 970,156 $1.059.796 $1.059.796
Corperate bonds, notes and debentures 254 649 269.548 269,548
Domestic equity fund 815,859 665,998 665.998
International equities 142,255 148,654 148,654
Real estate equity funds 133, 649 148,353 148,353

Leans and mortgages, net of allowance for '
loan losses of $6,382 104,638 111,740 104,638

$2,421,2086 $2.404.089 $2.396.987

Contributions Receivable

Contributions from employees and employers for service through June 30 are accrued. These contrlbp-
tions are considered fully collectible and, accordingly, no allowance for uncoiectible receivables is
reflected in the financial statements.

Accrued Interest and Dividends

Accrued interest and dividends represent amounts eammed but not yet received as of June 30. These
amounts are considered fully collectible and, accordingiy, no allowance for uncollectidle recevables has
been reflected in the financial statements. Accrued interest on loans and mortgages is not recorded until
received.

Reclassifications

Certain items in the 1989 financial statements have been reclassified to conform to the 1990 presentation.
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S STATE OF ALASKA
:'PUBLIC E_MPLOYEES’ RETIREMENT SYSTEM

NOTES TO FINANCIAL STATEMENTS continued

Funding Status and Progress:

The amount shown below as “pension benefit obligation,” which is the actuarial present value of
credited projected benefits, is a standardized disclosure measure of the present vaiue of pension
benefits, adjusted for the effects of projected salary increases, estimated to be payable in the future as
a resutt of employee service to date. This measure is intended to help users assess the Plan’s funding
status on a going-concern basis. assess progress made in accumulating sufficient assets to pay benefits
when due, and make comparisons among plans. The measure is independent of the actuarial funding
method used to determine contributions to the Plan, discussed in Note 4 below.

The pension benefit obligation is determined by William M. Mercer, Incorporated and is that amount that
results from applying actuanial assumptions to adjust the accumuiated benefits to reflect the time vaiue
of money (through discounts for interest) and the probability of payment (by means of decrements such
as for death, disability, withdrawal, or retirement) between the valuation date and the expected date of
payment. The significant actuariai assumptions used in the valuations as of June 30, 1989 are as
follows:

a. Actuarial cost method - projected unit credit, unfunded accrued benefit liability amertized cver
twenty-five years, funding surplus amortized over five years.

b. Mortality basis - 1984 Unisex Pension Mortality Table set back one and one-haif years.

c._ Retirement age - retirement rates based on actual experience.

d. Interest rate - 9% per annum, éompounded annually, net of investment expenses.

e. Health cost inflation - 9% per annum.

f. Salary scale - increase of 6.5% for the first five years of empIOyrﬁent and 5.5% per year thereafter.

g. Cost of living allowance (domicile in Alaska) - 9% of those receiving benefits will be eligidle 1o
receive the cost of living allowance.

Continued
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PUBLIC. EMPLOYEES’ RETIHEMENT SYSTEM

NOTESTO FINANCiAL STATEMENTS Contmued

3. Funding Status and Progress, Continued:

h. Contribution refunds - 100% of those terminating after age thirty-five with five or more years of
service will leave their contributions and thereby retain their deferred vested benefit. All others
who terminate are assumed t© have their contributions refunded.

i, Asset valuation - five-year average ratio between market and book vaiues of the Plan’s assets,
except that fixed income investments are carried at book value. Valuation assets cannot be
outside of the range of book and actuarial values.

Turnover and disability assumptions are based upon actual historical occurrence rates of the Plan. The
foregoing actuarial assumptions are based on the presumption that the Ptan will continue. Were the
Plan to terminate, different actuarial assumptions and other factors might be applicable in determining
the actuarial present value of accumulated benefits.

AtJune 30, 1989, the unfunded pension benefit obligation was $110.3 million, as follows {$ in milliens):

Net assets available for benefits as of June 30, 1989, at market,
as more fuily described in Note 2 $2.433.0

Pension benefit obhgation:
Retirees and beneficiaries currently receiving benefits and
terminated employees not yei receiving benefits 1,217.3
Current employees:
Accumulated employee contributions including

allocated investment income 330.0
Employer-financed vested : 886.9
Employer-financed nonvested 1291

Total pension benefit obiigation as of June 30, 1989 —2.263.3
Unfunded pension benefit gbligaticn as of June 3C. 1989 $ 1103
I

Cantinued
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| . STATEOFALASKA
|PUBLIC EMPLOYEES' RETIREMENT S?YSTEM

f'NQTES TOIIFINANCIAL STATEMENTS Contmued

4, Contributions:
Employees’ Coniributions

Prior to January 1, 1987, employees contributed 4.25% of their compensation, except for peace officers
and firemen, who contributed 5% of their compensation to the Plan. Beginning January 1, 1887,
contribution rates increased to 7.5% for peace officers and firemen and 6.75% for other employees.
Present employees’ accumulated contriputions at June 30, 1990 were $403,046,000. Employees’
contributions earn interest at the rate of 4.5% per annum, compounded semiannually. Centributions are
collected by employers and remitted to the Plan.

Employers’ Contributions

The Plan’s funding pelicy provides for periodic employer contributions at actuarially determined rates
that, expressed as percentages of annual covered payroll, are sufficient to accumulate sufficient assets
to pay benefits when due. Employer contribution rates are level percentages of payroll and are
determined using the projected unit credit actuarial funding method. The Plan aiso uses the level
percentage of payroll method to amortize the unfunded liability over a tweniy-five year period. Funding
surpluses are amortized over five years.

Contributions made in accordance with actuarially determined contribution requirements determined
through actuarial valuations consist of the foltowing {$000) :

' 1990 1989

State and other:
Employers $ 88322 $ 78,932
Employee £9.344 65,104
$157.666 $144.036
L] ]
Normal cost $156.,483 $150.836
Amortization of unfunded actuarial accrued liability {surplus) 1,183 _.{6.900)
$157.666 $144.036
] ]

Actuarial valuations for 1990 and 1989 were performed as of June 30, 1989 and 1988, respectively.

Continued
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STATE OF ALASKA
F‘UBLIC EMPLOYEES’ RETIREMENT SYSTEM

QTES TO FINANC!AL STATEMENTS Contmued

Contributions, Continued:
Employers’ Contributions, Continued

Significant actuarial assumptions used to compute contribution recuirements are the same as those
used to compute the standardized measure of the pension benefit cbligation discussed in Note 3.

Retirement Incentive Program:

Legislation passed in May 1986 established a retirement incentive program (RIP) designed to
encourage eligible employees to voluntarily retire in order to reduce personal services costs. The
program was available to eligible State empioyees until June 30, 1987, University of Alaska employees
from Qctober 1, 1986, to September 30, 1987, and all other employees from January 1. 1987 10
December 31, 1987.

Legislation was passed in June 1989 and amended effective April 1. 1990, estabiishing a second
retrement incentive program. The second program was availabie to state employees from
September 30, 1989 through March 31, 1990, University of Alaska employees from Jjune 30, 1989
through December 31, 1989, and alt other employees from September 30, 1989 through March 31,
1991,

The retirement incentive program receivables represent the revmbursement due from employers
participating in the programs and is due in minimum equal annual instaliments so that the entire balance
is paid within three years after the end of the fiscal year in which employees retired. The amount of
reimbursement is the actuarial equivalent of the difference between the benefits the employee receives
after the addition of the retirement incentive under the program and the amount the employee would
have received without the incentive, less any amount the employee was indebted as a result of retinng
under the program. Employees were indebted to the Plan for the following percentage of therr annual
compensation for the calendar year in which the employee terminated empicyment to participate in the
program:

1986 1989

RIP RiP
Potice and fire members 15% 22.5%
Other members 12.7 5% 20. 25%

Continued
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f'-PUBLlC EMPLOYEES’ RETIREMENT SYSTEM

NOTES TO FlNANCIAL STATEMENTS Contmued

Retirement Incentive Program, Continued:

Any outstanding indebtedness at the time an empldyee was appointed to retirement resulted in an
actuarial adjustment of tus/her benefit.

The effect of the 1986 retirement incentive program on the pension benefit obligation was fuily
accounted for in the June 30, 1988 actuarial valuation. The effect of the 1989 program on the pension
benefit obligation will be accounted for in the June 30, 1990 and 1991 actuarial valuations as the eligidie
employees retire.

Ten-year Historical Trend Information:

Ten-year historical trend information (where available) designed to praovide information about the Plan's
progress made in accurnulating sufficient assets to pay benefits when due is presented aon the
accompanying supplemental schedules of analysis of funding progress and revenues by source and
expense by type.

Subsequent Event:

During the two month period ended August 31, 1990, the market value of the domestic lequxty fund
declined approximately 10% and the market value of international equities declined approximately 6%.
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STATE OF ALASKA

REQUIHED SUPPLEMENTARY I'N'FORMATION:

A‘NALYSIS or-' FUNDING Pnoeness

-...Pusuc EMPLOYEES RETIFIEMENT SYSTEM..'

(Unaud:ted)
($000)
Unfunded
{Assets in
Excess of)
Pension
Unfunded Benefit
(Assets in Obiligation
Excess of) as of
Pension Pension Annual Percentage
Year Ended Net Assets Benefit Percentage Benefit Covered of Covered
June 30, Available Obligation Funded Obligation Payroll Payroll
1985 $1,295,536 $1,446,672 89.6% $151.136 $830.579 182 %
1986 1,739,843 1,556,610 111.8% {183.233) 890,092 (20.6)
1987 2,010,196 1,905.005 105.5 (105,191) 891.302 (11.8)
1988 2,123,695 2,246,583 94.5 122,888 908.363 13.5
1989 2,452,962 2,563,268 95.7 110,306 912,834 12.1

Analysis of the dollar amounts of net assets available for benefits, pension benefit obligation, and unfunded
pension benefit obligation in isolation can be misleading. Expressing the net assets available for benefits as
a percentage of the pension benefit cbligation provides one indication of the Plan’s funding status cn agoing-
concern basis. Analysis of this percentage over time indicates whether the pian is becoming financially

stronger or weaker.

Generally, the greater this percentage. the stronger the plan.

Trends n unfunded

pension benefit obligation and annual covered payrol! are both affected by inflation. Expressing the unfunded
pension benefit obligation as a percentage of annual covered payroll approximately adjusts for the effects ot
inflation and aids analysis of the Plan’s progress made in accumulating sufficient assets to pay benefits when
due. Generally, the smaller this percentage, the stronger the plan.

See notes to financial statements.
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Year Ended
June 30,

1980
1981
1982
1983
1984
1985
1986
1987
1988
1989

1980
1981
1982
1983
1984
1985
1986
1987
1988
1989

REVENUES BY SOURCES

Unrealized
Appreciation
Employee Employer Investment {Depreciation)
Contributions Contributions Income in Market Value Total
$20,898 % 56,236 $ 37.696 $ (4.990) $109.840
24,321 71,833 50,633 {23,940} 122,847
28,918 88.332 51,757 {16,725) 152,282
32,595 99,727 86,002 53,098 271,423
36,765 114,245 101,371 (74,541) 177.840
39.577 123,466 112,261 117,733 393,037
42,626 127,727 182,140 159,873 512,366
51,879 103,719 225,792 (27,799) 353.591
66,732 108,767 154 468 {112,755) 217,212
65,104 78,932 194,653 108.088 446.777
EXPENSES BY TYPE
Refunds to
Retirement Medicai Terminated - Administrative
Benefits Benetits Employees Expenses Total

$16,051 $1,725 $ 5,759 $ 856 $ 24,391
19,710 3,094 7.802 1,292 31.868
24,062 3.375 7.205 1.611 36,253
28,401 4 541 7.683 2,342 42 967
33.060 6,939 8.923 1,776 50.698
39,487 9,350 9,553 3,813 62.203
45,9186 9,411 9,165 3.567 68.059
57.473 10.256 10.524 4985 . 83.238
73,964 11.376 11,409 65.964 103.713
82,389 18.065 11,188 5.868 117.510

Cantnbutions were made in accordance with actuarially determined contribution requirements.

See notes to financiai staterments.
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. STATE OF ALASKA
| PUB_LIC EMPLOYEES' RETIREMENT SYSTEM

NOTES TO REQUIRED SUPPLEMENTARY INFORMATION
(Unaudlted)

All sigmficant accounting policies, benefit provisions and actuarial assumptions are the same for the required
‘supplementary infarmation and the financial statements except as follows:

The Plan's actuarial funding method for the years ended June 30, 1979 through June 30,
1984, was attained age normal. Effective July 1, 1984, the Plan adopted the projected unit
credit actuarial funding method.

Effective July 1, 1980, the Plan adopted new actuarial assumptions. The assumed rate of
interest was increased from 6% to 8% per year. The salary scale assumption was ch anged
from 6% per year until age thirty-nine and 5% per year thereafter to 8% far the first five years
of employment and 7% thereafter. Health care cost inflation was set at 8%. Turnover and
disability assumptions were revised based upen actual experience in 1980 through 1981,

Effective July 1, 1986, the Plan adepted new actuarial assumptions. Actuariai funding
surpluses are amortized over five years rather than twenty-five years. The assumed rate of
interest was increased from 8% to 9% per year. The salary scale assumption was lowered
to 6.5% per year for the first five years of employment and 5.5% per year thergafter, down
from 8% and 7%, respectively. Health care costinflation was increased to 9% rather than 8%,
Turnover and disability assumptions were revised based on actual expenence n 1981
through 1985.

The Plan's actuarial valuations were performed as of January 1 for 1979 and 1880.
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HIGHLIGHTS

This report has been preparaed by Willjam M. Mercer Meidinger Hansen,
Incorporated to:

(1) present the results of a valuation of the Alaska Public
Employees’ Retirement System as of June 30, 1389;

(2) review experience under the plan fpr the year ended June
310, 1989; : .

{3) determine the apprepriate contribution rates for the State
and far each political subdivision in the system;

(4) provide reporting and disclosure information for financial
statements, gqovernmental agencies, and other interested
parties.

The report is divided into two sections. Section 1 contains the
results of the valuation. [t includes the experience of the plan
during the 1988-89 plan year, the current annual costs, and reporting
and disclosure information.

Section 2 describes the basis of the valuation. [t summarizes the plan
provisions, provides information relating to the plan participants, -and
describes the funding methods and actuarial assumptions used in
determining liabilities and costs.

The principle results are as follows:

1988 1389
Funding Status as of June 30:

{a) Valuation Assets* $2,088,428 52,348,423
(b) Accrued Liability* 2,246,583 2,563,268

{c) Funding Ratio,
(a) / (b) 93.0% 91.5%

120.0%

110.0%

T

100.0%

90.0%

LA D]

30.0%

Funding Ratio

T

70.0%

60.0%

50.0%

1985 1986 1987 988 1989

* [n thousands.
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William M. Mercer, Incomoratec

Employer Contribuytion Rates ‘
for Fiscal Year: 1891 139¢

{a) Consolidated Rate 10.37% 12.00%
(b) Average Past Service Rate 1.63% 2.20%
(c) Average Total Contribution Rate 12.00% 14.20%

In preparing this valuation, we have employed generally accepted
actuarial methods and assumptions, in conjunction with employee data
provided to us by the plan sponsar and financial information provided
by Coopers & Lybrand, to determine a sound value for the plan
liabilities. We believe that this value and the method suggested for
funding it are in full compliance with the Governmental Accounting
Standards Board, the Internal Revenue Cade, and all applicable
regulations.

Respectfully submitted,

Z# e

Brian R. McGee, FSA Peter L. Godfrey, FIA, ASA, EA
Principal Consulting Actuary
BRM/PLG/BLD/ Js

April 26, 1990
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ANALYSIS OF THEVALUATION

As can be seen from the Highlights section of this report, the funding ratio as of June 30, 1989 has
decreased from 93.0% lastyearto 91.6%, a 1.4% reduction. The average employer contribution rate
has increased from 12.00% of payroll to 14.20%, an increase of 2.20%. The reasons for the change
in the funded status and contribution rate are explained below.

1. Retiree Medical Insurance

During the year ended June 30, 1989, the System sustained an actuarial loss of $51,421,000
due to the continuing large increases in retiree medical premiums.

For many years, we have commented on the substantiaiincreases in retiree medical insurance
premiums. The following tabie summarizes the monthly premium, per benefit recipient, since
retiree medical became a benefit of the PERS.

' Monthly Premlum . Annual- Average Annual
S Ceioi o Per Retiree 0 T ... Percentage Increase
coooYear o T For Health Coverage - - . Increase. Since 1978
1977 $34.75 -- -
1978 57.64 66% --
1979 69.10 20% 20%
1980 64.70 - 6% 6%
1981 96.24 49% 19%
1982 96.34 0% 14%
1983 115.61 20% 15%
1984 156.07 35% 18%
1985 191.85 24% 19%
1986 168.25 -12% 14%
1987 165.00 - 2% 12%
1988 140.25 -15% 9%
1989 211.22 51% 13%
1990 252.83 20% 13%
1991 243.98 4% 12%

As you can see from the above tabie, the monthly retiree medical premium increased o
$252.83 during the year from $211.22, an increase of 20%. The premium for the 1991 fiscal
year decreased to $243.98, making the average annual increase over the two-year period ap-
proximatety 7.5%. However, we need to examine the pre- and post-65 rates o understand the
full impact of the loss from retiree medical costs.

The State has seen a dramatic shift to post-65 rates. While the pre-65 premium rate i_ncreased
24%, the post-65 rate increased 65% over last year. This, combined with more retirees and

higher average ages, caused an overall 30% increase in the liabilities associated with medi--

cal benefits.

31




The effect on the employer contribution rate of this increase in retiree medical premiums has
been an increase of 2.29% of payroll.

2. investment Performance

The System enjoyed significant actuarial gains from the investment performance of the Trust
funds during the year. The rate of return based upon market values was 14.17% and the return
based on vaiuation assets (a five-year smoothing of actuarial vaiues) was 11.11%. As the
assumed rate of return was 9%, the resuiting actuarial gain was $38,186,000 which had the
effect of reducing the average empioyer contribution rate by 0.39% of payroll.

3. Salary Increases

Once again, salary increases during the year were less than anticipated in .the vaiuation
assumptions. Salary experience resulted in an actuarial gain of $2,084,000 which generated
a reduction in the average employer contribution rate of .02% of payroil.

4. Employee Data

Section 2.2 provides statistics on active and inactive participants. The number of active
participants increased from 26,676 at June 30, 1988 to 28,044 at June 30, 1989. Furthermore,
the average age of active participants increased from 39.67 to 40.17 and average credited
service increased from 6.45 to 6.66.

The number of retirees and beneficiaries also increased from 6,702 to 6,967 and their average
age increased from 62.82 to 63.28. There was a large increase in the number of vested
terminated participants from 1,898 to 2,314. Their average age also increased from 42.77 to
42.97.

Legislation passed in June, 1989 established a second Retirement Incentive Program (R.I.P)
which will be available to participants after July 1, 1989. Thus, the R.I.P. had no new effecton
the results of this valuation. .

The overall effect of these participant data changes was an actuarial loss of $21,109,000
resulting in an increase in the average empioyer contribution rate of 0.22% of payroil.

Asset Smoothing

In the past, the valuation of assets has been based on a three-year average ratio of book and actuariai
values. This creates a smoothing of the investment gains and losses. Based ondiscussions with the
Departmentof Revenue, the equity portion of the assets is growing, which further exposes the System
to fluctuations in market returns. In response to this, we analyzed several asset smoothing
techniques to determine the one most suitable to the System. Based on this analysis, we have
extended the average ratio to five years. Due to a constraint that the valuation assets be within the
range of book and actuarial values, this change does not affect valuation assets this year. Qver time,
we expect this will reduce wide swings in the contribution rates due to market volatility.
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Summary

The foliowing table summarizes the sources of change in the average employer contribution rate:

(1} Lastyear's average employer contribution rate .........c..cccoeee.

(2} Increase due to retiree medical INSUrANCE ......ocvvecceericiiicivninnnnns
(3} Decrease due to investment performMance ........cceverveececcieiienans
(4} Decrease due 10 Salary iNCIEASES ...ceccvveeeerrcireeeremereenaeeeeerereeeeas
(5) Increase due to demographic experiénce ....................................
(6) Impact of all other factors ........cooveriiie i e

{7) Average employer contribution rate this year ........c.cccecvvrnnnne

in summary, the total actuarial loss during the year was $22,676,000. Despite this overall loss, the

System remains well funded at 91.6% of accrued liabilities.
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SUMMARY OF THE A ALASKA Puaucs'ampl.ovzzs’ =
RETIREMEN SYSTEM |

(1)

(2)

3)

(4}

()

Effective Date

January 1, 1961, with amendments through June 30, 1989. The Hammond vs. Hoffbeck
Supreme Court decision, rendered in 1981, may have an effect on certain benefits for police/
fire members hired before July 1, 1976. HB 252 may have a significant effecton certain benefits
for members first hired prior to July 1, 1986.

Administration of Plan

The Commissioner of Administration is responsible for administration of the System; the Public
Employees’ Retirement Board adopts rules and reguiations to carry out provisions of the Act;
and the Commissioner of Revenue invests the Fund. The Attorney General is the attorney for
the System and represents it in legal proceedings.

Employers Included

State of Alaska, and any political subdivision, and/or pubiic organization who so elects to join
the system.

Employees Included

Membership in the Alaska PERS is compuisory for all fuil-time and part-time empioyees of the
State and participating political subdivisions, including elected officials who have elected to be
covered under the PERS.

University of Alaska empioyees who elect to participate in the University's retirement program
and employees who are participating in other retirement plans which are funded by the State
are notcovered by the PERS. However, certain members of the Alaska Teachers' Retirement
System (TRS) are eligible for PERS retirement benefits for their elected public official service
with municipalities. Additionally, employees who work half-time in the PERS and the TRS
simuitanecusly are eligible for half-time PERS and TRS credit.

PERS members who receive PERS occupational disability benefits are also covered under the
PERS and earn service credit while they are on disability.

Service Considered
Fthure:

The later of hire, January 1, 1961, or date of employer's participationin the System, todate
of termination, death, or retirement.

Permanent part-time employees receive service credit on a pro-rata basis.
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(6)

(7)

Past:

PERS members who meet the eligibility requirements may claim PERS credit for the
following past service:

part-time State of Alaska service rendered after December 31, 1960, and before
January 1, 1976.

service with the State, former Territory of Alaska, or U.S. Government in Alaska
before January 1, 1961;

past peace officer, correctional officer, fire fighter, and special officer servicerafter
January 1, 1961,

military service (not more than five years may be claimed);

temporary service after January 1, 1961;

elected official service before January 1, 1981;

Alaska Bureau of Indian Affairs service;

half-time service that was rendered to PERS employers by employees who were
also working in half-time positions covered by the Teachers' Retirement System;

and

leave without pay service after June 13, 1987, while the members were receiving
Workers' Compensation.

Except for service before January 1, 1961, with the State, former Territory of Alaska, or
U.S. Government in Alaska, contributions are required for all past service.

Past service rendered by employees of participating political subdivisions that occurred
before the employers joined the PERS may be creditable if the employers agree to the
pay required contributions.

Average Monthly Compensation

Total compensation during three consecutive payroll years of credited service which yield the
highest average monthly compensation (total compensation during period divided by number
of months included; a member must have a minimum of 115 days of credited service in the iast
of the three payroll years).

Empioyer Contributions

Separate contribution rate for each empioyer equal to the sum of:

(a}

Consolidated Rate
A uniform rate for all participating employers sufficient to amortize ail future service

liabilities (less value of employee contributions) over the future working lifetimes
of the covered group.
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8)

(9)

{b) Past Service Rate

A rate determined separately for each employer sufficient to amartize such employer's
unfunded past service liability with levei payments over 25 years. Any funding surplus
is amortized over five years.

Employee Contributions

Mandatory Employee Contributions: 7.5% for police and fire members; 6.75% for all other
members.

Note: Prior to January 1, 1987, rates were 5% for police and fire and 4.25% for all other
members. )

Interest Credited: 4.5% compounded semiannuailly on June 30 and December 31.
Refund of Contributions:

® ifanonvested member terminates PERS employment and has less than $1,000 in his or
her contribution account, the balance of the account {mandatory and voluntary contribu-
tions, indebtedness payments and interest earned) will be refunded to the member
unless the member elects in writing not to receive a refund.

® Vested members and members who have more than $1,000 in their accounts may
withdraw their contributions by requesting refunds.

Note: The contribution accounts of terminated members may be attached to satisfy claims
made under Alaska Statute 09.38.065.

Reinstatement of Contributions: If mandatory contributions are refunded or withdrawn, the
member must return to PERS employment in order to reinstate the refunded service. Upon
reemployment, the member may request that an indebtedness be established for the amount
of the refund. Contributions that are attached to satisfy claims under Alaska Statute 09.38.065
may be reinstated at any time; the member is not required to return to PERS employment. The
indebtedness will accrue interest until it is paid in full or the member retires, whichever occurs
first. '

Refund at Death: If no survivor's pension is payable upon the member's death, the member's
contribution account balance, including mandatory and voluntary contributions, indebtedness
payments, and interest earned, will be paid to the designated beneficiary.
Normal Retirement Benefit
Eligibitity: .

The firstof the month following the earlier of: age 60 (age 55 tor members who participated

before July 1, 1986) with five or more years of fully-paid credited service: or 20 years ot
fully-paid credited service - Police & Fire, or 30 years of fully-paid credited service - Other.
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Type:
Life only, level income, or optional joint and survivor benefit (actuarially reduced).
Amount:
Cthers
2% of Average Monthly Compensation for the first ten years of service, 2.25% for
the next ten years, and 2.5% for all remaining years. Service before July 1, 1986
is credited at 2%.

Police & Fire

2% of Average Monthly Compensation for the first ten years of service plus 2.5%
for years of setvice in excess of ten.

Minimum Benefit
$25.00 per month for each year of credited service.
{10) Early Retirement Benefit
Eligibility:

Age 55 {age 50 for members who participated before July 1, 1986) and five or moreyears
of fully-paid credited service - all employees.

Type:
Life only, level income, or optional joint and survivor benefit (actuarially reduced).
Amount:

Actuarial equivalent of Normai Retirement Benefit based on service and compensation
to Early Retirement Date.

{11) Deferred Vested Benefit
Eligibility:

Five or more years of credited service, withdrawal of employee contributions voids vested
rights.

Type:

Life only, level income, or joint and survivor benefit {(actuarially reduced).
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Amount;

Monthly benefit begins on employee's Normal Retirement Date. Amount determined the
same as Normal Retirement Benefit taking into account compensation and service prior
to termination.
(12) Indebtedness Owing At Retirement
If on the date of appointment to retirement, a member has not paid the full amount of his
indebtedness including interest to the Retirement Fund, the retirement benefit will be reduced
for life by an amount equal to the actuarial equivalent of the outstanding indebtedness at the
time of retirement.
(13) Re-empioyment of a Retired Member

It a retired member is reemployed in a position covered under the System, the retirement
benefit will be suspended during the pericd of reemployment.

During such period of reemployment, retirement contributions are mandatory.
(14) Disability Benefit
Occupational Disability:
Eligibility:
No age or service requirements.
Type:
Monthly benefit payable until death, recovery, or normal retirement. '
Amount:
40% of gross monthly compensation (66-2/3% for police/fire members whao partici-
pated before July 1, 19786, offset by any workers' compensation) at date of
disability. The benefit terminates upon attaining Normal Retirement eligibility, with
Normal Retirement Benefits commencing at that time. The period of time on
occupational disability is time credited toward Normal Retirement Benefits.
Non-Occupationai Disability:
Eligibility:
Five or more years of credited service.
Type:

Monthly benefit payable until death, recovery, or normal retirement.
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(15)

(16)

(17)

Amount:

Same formula used for Normal Retirement Benefits. The benefit terminates upon
attaining Normal Retirement eligibility, with Normai Retirement Benefits com-
mencing at that time. The period of time on non-occupational disability is not
credited toward Normal Retirement Benefits.

Death Benefit Before Retirement
Occupational:
No age or service requirements.

Benefit:

40% (66-2/3% for police/fire members who participated before July 1, 19786) of gross
monthly compensation at date of death or disability, if earlier. Atthe member's Normal
Retirement Date, the benefit converts to a Normai Retirement benefit based on pay at
date of disability or death and credited service, including period from date of disability or
death to Normal Retirement Date.

Non-Occupational:

With less than one year of credited service, the death benefit is the participant's
contributions with interest. With more than one but less than five years of credited
service, the death benefitis a lump-sum of $1,000 plus $100 for each compieted year of
credited service and the participant's contributions with interest. Alternatively, a
retirement benefit to the spouse is availabie at death of the member after five years of
credited service, based on a 50% Joint and Survivor equivalent of the accrued Normal
Retirement Benefit.

Death Benefits After Retirement

The employee's beneficiary receives a lump sum equal to the excess of his contribution
account immediately prior to retirement over the sum of the pension payments previously
received by the employee. However, if the empioyee elected one of the joint and survivor
options (50%, 66-2/3% or 75%) at retirement, an eligible spouse would receive a continuing
monthily benefit for the rest of his or her life.

Post-Retirement Pension Adjustment

Post-Retirement pension Adjustment will be made each year based upon the increase inr QPi
for the prior year. The increase in the total current benefit, excluding the Cost-of-Living
Allowance {COLA), will be:

(1) 75% of the CPl increase (not to exceed 9%, for recipients who are at least age 65 or on
PERS disability; or
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(18)

(19)

{2) 50% of the CP! increase (not to exceed 6%) for recipients who are at least age 60 but
under 65, and for recipients who have been receiving benefits for at least five years but
are under age 60.

{There are ad hoc PRPA's up to 4% for those hired before July 1, 1986).

Cost-of-Living Aliowance

Starting at age 65, a retired employee who remains in Alaska is eligible for an additional

allowance, equal to 10% of the base retirement benefit, or $50 per menth, whichever is greater

(COLA for those hired before July 1, 1986, regardiess of age).

Optional Employee Savings Account

An employee can voluntarily contribute up to 5% of his compensation. This amountis recorded
in a separate account and is payable:

(@) In the event of termination before retirement for any reason other than death, as a lump
sum to the employee,

{b) In the event of termination on account of death, as a lump sum to the employee’s
beneficiary,

(c) On retirement, as a lump sum, life annuity on cash refund basis or installments over
limited period.
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PARTICIPANT CENSUS INFORMATION -
OTAL PERS AS OF JUNE30

Active Members 1985

(1} Number 27,183
{2} Average Age 38.65
{3) Average Credited Service 5.51

(4) Average Annual Salary $30,555

Retirees and Beneficiaries

{1} Number 4,317
(2) Average Age 63.82
{3) Awverage Monthly Benefit
Base $ 656
C.O.LA. 54
P.R.P.A. 126
TOTAL 836

Vested Terminations

{1) Number 1,525
{2) Average Age 45.85
(3) Average Monthly Benefit $ 397

1986

27,643
39.21
5.96
$32,200

4,657
64.05

$674
55
110
839

1,766
45.50
3419

Non-Vested Terminations With Account Balances

(1) Number 7,845
(2) Average Account Balance $ 471

8,155
$ 544

1987

26,762
39.53
6.32
$33,305

5,651
60.39

$ 753
62
110
925

1,921
45.33
$ 425

3,965
$1,114

1988

28,676
39.67
6.45
$34,052

6,702
62.82

$ 791
64

90
945

1,898
42.77
$ 504

3,101
$ 2,100

1989

28,044
40.17
6.66
$32,550

6,967
63.28

$ 795
64

98
8957

2,314
42.97
$ 519

3.365

$1.891

Note that any differences between the numbers shown above and those shown in the PERS
financial statements reflect data changes following publication of the financial statements.
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Active Police & Fire

(1Y Number

(2) Average Age

(3) Average Credited Service
(4) Average Annual Salary
{5) Number Vested

(8) Percent Who Are Vested

Active “Other” Members

Number

Average Age

Average Credited Service
Average Annual Salary
Number Vested

6) Percent Who Are Vested

N
—_—

T~
=

n I
S

1985

2,407
36.78
7.19
$38,380
1,260
52.3%

24,776
38.83
5.35
$29,795
10,822
43.7%
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1986

2,371
37.54
7.88
$42,825
1,359
57.3%

25,272
39.37
5.78
$31,203
10,964
43 .40/0

1987

2,319
37.86
8.05
$43,484
1,433
61.8%

24,443
39.69
6.16
$32,339
11,664
47.7%

1988

2,327
38.35
8.16
$43,947
1,505
64.7%

24,349
39.80
6.29
$33.1086
12,191
50.1%

1989

2,414
39.31
8.60
$43,082
1,598
£6.2%

25,630
40.25
6.48
$31,558
13,345
52.1%




Police & Fire “Qther”’
Service Retirement
Number, June 30, 1988 328 5,844
Net Change During FY89 111 62
Number, June 30, 1989 439 5,906
Average Age At Retirement 50.97 58.27
Average Age Now _ 56.61 64.55
Average Monthly Benefit : $2,069.75 $ 891.59
Surviving Spouse’s Benefits
Number, June 30, 1988 11 342
Net Change During FY39 7 53
Number, June 30, 1989 18 395
Average Age At Retirement 46.00 52.60
Average Age Now 53.10 60.71
Average Monthly Benefit $890.79 $532.37
Survivor's Benefits
Number, June 30, 1988 14 21
Net Change During FY89 0 2
Number, June 30, 1989 14 23
Average Age At Retirement 27.93 44 .65
Average Age Now 39.62 56.68
Average Monthly Benefit $1,677.87 $1,045.75
Disabilities
Number, June 30, 1988 34 108
Net Change During FY 89 7 23
Number, June 30, 1989 41 131
Average Age At Retirement 38.83 43.68
Average Age Now 43.71 47.79
Average Monthly Benefit $1,775.36 $1,090.94
Total Number of Retirees 512 6,455
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Vaiuation of Liabilities

A,

Actuarial Method - Projected Unit Credit. Liabilities and contributions shown in the report are
computed using the Projected Unit Credit method of funding. The unfunded accrued liability
is amortized over 25 years. Any funded surpluses are amortized over five years.

The objective under this method is to fund each participant’s benefits under the plan as they
accrue. Thus, each participant's total pension projected to retirement with salary scale is
broken down into units, each associated with a year of past or future service. The principle
underlying the method is that each unit is funded in the year for which it is credited. Typically,
when the method is introduced there will be an initial liability for benefits credited for service
prior to that date, and to the extent that this liability is not covered by Assets of the Plan there
is an Unfunded Liability to be funded over a chosen period in accordance with an amortization
schedule.

An Accrued Liability is calculated at the valuation date as the present value of benefits
credited with respect to service to that date.

The Unfunded Liability at the valuation date is the excess of the Accrued liability over the
Assets of the Plan. The level annual payment to be made over a stipulated number of years
to amortize the Unfunded Liability is the Past Service Cost.

The Normal Cost is the present value of those benefits which are expected to be credited with
respect to service during the year beginning on the valuation date.

Under this method, differences between the actual experience and that assumed‘ in't‘he
determination of costs and liabilities will emerge as adjustments in the Unfunded Liability,
subject to amortization.

Actuarial Assumptions

Interest 9% per year, compounded annually, net of expenses.

Salary Scale 6.5% per year for the first five years of employment and 5.5% per
year thereafter.

Health Cost inflation 9% per year.

Mortality 1984 Unisex Pension Mortality Table set back 1-1/2 years.

Turnover Based upon the1981-85 actuai fotal turnover experience. (See
Table 1.}
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6.  Disability Incidence rates in accordance with Tabie 2. Post-disability mortal-
ity in accordance with rates published by the Pension Benefit
Guaranty Corporation to reflect mortality of those receiving disabil-
ity benefits under Social Security. Disabilities are assumed to be
occupational 85% of the time for Police/Fire, 35% for “Others”.

7. Retirement Age Retirement rates based on actual experience in accordance with
Tabie 3.

8. Spouse’s Age Wives are assumed to be four years younger than husbands.

9. Dependent Chiidren Benefits to dependent children have been valued assuming members

who are not single have one dependent child.

10. Contribution Refunds 100% of those terminating after age 35 with five or more years of
service will leave their contributions in the fund and thereby retain
their deferred vested benefit. All others who terminate are as-
sumed to have their contributions refunded.

11. C.OLA 69% of those receiving retirement benefits at an age which is
eligibie for C.O.L.A., will receive C.O.L.A.

12. Expenses Expenses are covered in the interest assumption.
Valuation of Assets

Based upon the five-year average ratio between actuariai and book values of the System’s assets.
The actuarial value of assets equais the market value, except that fixed income investments are
carried at book value. Assets are accounted for on an accrued basis and are taken directly from
audited financial statements provided by Coopers & Lybrand. Valuation assets cannotbe outside the
range of book and actuarial values.

Valuation of Medical Benefits

Medical benefits for retirees are provided by the payment of premiums from the fund. A pre-65 cost
and lower post-65 cost (due to Medicare) were assumed such that the total rate for all retirees equals
the present premium rate. These medical premiums are then increased with the health inflation
assumption. The actuarial cost method used for funding retirement benefits is also used to fund
heaith benefits.

For FY20, the pre-65 monthly premium is $330.51 and the post-65 premium is $125.91, based on
a total blended premium of $252.83. For FY91, the pre-65 monthly premium is $318.94 and the
post-65 premium is $121.50, based on a total biended premium of $243.98. These rates and the
pre- 65/post-65 split were provided by Deloitte & Touche.
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INVESTMENT SECTION







04-D21LH

WALTER J. HICKEL, GOVERNOR

DEPARTMENT OF REVENUE 5U%Ei?ffLASKA 998711-0400

PHONE: (907} 465-2300
OFFICE OF THE COMMISSIONER TELEFAX: (907) 465-2389

December 13, 1990

To the Participating Employees and Employers of
The Alaska Public Employees’ Retirement Systems -

Dear Members:

I am pleased to provide to you the Public Employees’ Retirement Trust Fund 1990 Investment
Report.

The report describes the nature, management, and investment policy of the fund and presents the
investment resuits for the fiscal year ending June 30, 1990 and the preceding four fiscal years.
The report is included in the Annual Report of the Alaska Public Employees’ Retirement System
and Teachers’ Retirement System published by the Department of Administration pu.rsuant to
Alaska Statutes 39.35.020(5) and 14.25.030(4).

Sincerely,

Wl]ham E Floerchinger E
Acting Commissioner

WEF/MBB/mem
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Creation, Purpose, and Nature of the Fund

The Public Employees’ Retirement Trust Fund is established by Aiaska Statutes 39.35.020(6). The
fund holds the assets of the Public Empioyees’ Retirement System. These assets are comprised of
investments of various kinds, including stocks, bonds, and real estate. The fund was created as a

means of paying retirement and other benefits to employees participating in the retirement plan,

administered under the Public Employees' Retirement System. The retirement plan is a
defined-benefit plan in which benefit levels are determined by length of employment and highest
average salary of each employee. The plan is a joint-contributory plan in which both employee and
employer make continuing contributions, calculated as a percentage of current salary. Employee
contribution percentages are fixed by statute. Employer contributions are determined by annual
evaluations of the fund by a consulting actuary. The plan is considered to be perpetual because it
applies to future as well as current employees and because the empioyers (state and municipal
governments or political subdivisions) are perpetual in nature.

The assets of the fund came into being and have grown because employers and employees have paid
more into the fund in the form of contributions than has been paid out in benefits. Investment returns
have further increased the fund's assets. Contributions currently exceed benefits by design, in order
to be able to make the benefit payments that can reasonably be expected in the future. These
projections of future benefit payments are one of the main factors estimated by the actuary in
determining employer contribution rates. The other main factors are the amount of assets in the fund
and the expected future returns on investments. Future benefits will be much farger than benefits
paid today because of past and future growth in the number of employees, in their salaries, and in
health care costs for retirees.

Participating employers are bound by the Alaska Constitution to pay the plan's benefits. Although
penefits could be paid on a pay-as-you-go basis, the existence of a fund serves two purposes. For
the empioyer, it smooths out over time the burden of paying these benefits, just like mortgage
payments smooth out the burden of buying a house. For the employee, it provides insurance that
employers will meet their obiigations.

Trust Stature of the Fund

Itis this insurance function which has caused the fund to be designated by Alaska law as a trust fund.
Under common law, a trust fund is a fund which can only be used in the interests of persons
designated by the creator of the fund as beneficiaries. Of course, inthe case of the Public Employees’
Retirement Trust Fund, the beneficiaries are the employees, and have been so designated by the
State in the laws creating the fund.

As a trust fund, it would be legally suspect for the State, or a municipal empioyer for that matter, to
withdraw money from the fund to use for purposes other than paying benefits. Even underfunding
or deferring of an employer's contributions would be questionable, based on Article II, Section 7 of
the Alaska Constitution. This constitutional provision places a contractual obligation on employers
to pay these benefits.
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Perhaps mosttellingin regards to this obligation s the Alaska Supreme Court's decision in Hammaond
¥s. Hoffbeck. This decision limits public employers’ ability to diminish even benefits that couid be,
but have not yet been earned, by an existing employee. The Hammond vs, Hoffbeck decision is also
based on Article |1, Section 7 of the Alaska Constitution. This section reads:

Membership in employee retirement systems of the State or its political subdivisions shail
constitute a contractual relationship. Accrued benefits of these systems shail not be
diminished or impaired.

Another reason for establishing and maintaining the fund as atrustis provided by the IRS. The federal
- tax code allows empioyee contributions to such funds and the earnings of such funds to be exempt
from federal income taxes only if the fund is a trust “for the exclusive benefit” of employees. This
actually amounts to a deferral of taxes since retirees or their beneficiaries are taxed on retirement
benefit payments they will ultimately receive.

Thus, the Public Employees’ Retirement Trust Fund is a fund that must be managed solely with the
employee in mind. A strong array of provisions in the Alaska Constitution, common law, Alaska
Statutes, and federal tax code places the force of law behind this obligation.

Managément of the Fund

Alaska Statutes 39.35.080 designates the Commissioner of Revenue as the treasurer of the system
and the fiductary of the fund. As the sole fiduciary, the Commissioner is solely responsible and
accountable for the investment of the fund.

The fiduciary for a trust fund, also known as a trustee, is subject to two principal duties under common
law -- a duty of prudence and a duty of loyalty. The duty of prudence requires the trustee to exercise
a degree of care in managing investments that would be used by a person of ordinary prudence in
managing their own investments. The duty of loyaity requires the trustee to act only in the best
interests of the beneficiaries. Alaska iaw has reformulated these duties to higher and more
demanding standards and made them specifically applicable to the Public Employees’ Retirement
Trust Fund. These statutory standards require the fiduciary to exercise the standard of care required
of a professional institutional investor managing iarge investments under a trust relationship and to
act only in the best financial interests of the beneficiaries.

The importance of observing these fiduciary duties is underscored by Alaska Statutes holding the
Commissioner, or a designee, personally liable for breaches. The Commissioner may delegate
investment responsibilities to State officers or employees or to independent firms, banks, or trust
companies. Even so, the Commissioner remains potentially liable through failure to act in response
toknowledge of breaches, or through knowing participation in breaches, by designees who have been
delegated investment powers.

As permitted by the statutes, the Commissioner has delegated investment responsibilities to both de-
partmental staff and independent firms or financial institutions. State investment officers of the
Treasury Division of the Department of Revenue manage fixed income investments. These include
corporate and government bonds, money market investments, and real estate mortgages, the latter
through financial institutions and mortgage lending companies on contract as loan servicers.
Domestic and internationai corporate stock investments are managed by investment adviser firms
under contracts. The contracts grant them full discretion for investment decisions except for a
domestic common stock index fund. Real estate equity investments currently are managed by real
estate adviser firms through pools in which the Public Empioyees’ Retirement Trust Fund has
invested along with other tax-exempt funds.
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Treasury investment officers are subject to certain professional accreditation requirements and aiso
must conform to “The Code of Ethics and Standards of Professional Conduct” of the Financial
Analysts Federation as well as the Alaska Executive Branch Ethics Act.

Investment Policy

As fiduciary, the Commissioner is charged by statute with determining the investment objectives and
policy for the fund. In so doing, the Commissioner must consider both the assets and liabilities of the
system both now and in the future.

One of the means for considering the current and future condition of the system is provided by long-
range projections, prepared by the system's actuary and contained in Table |. Table | incorporates
the same assumptions used by the actuary in determining contribution rates. Under these
assumptions, total contributions exceed benefit payments through fiscal year 1999. Thus, the fund
is expected to experience no netoutflow and shouid continue to grow in size for a relatively long period
oftime. Sensitivity analyses of the projections indicate there may be some chance thataminor portion
of investment earnings (no more than 25 percent) would be needed after fiscal year 1995 to cover
benefit payments. Even in such cases, the size of the fund and its earnings would continue to grow.

Further insight into the current and probable future condition of the system can be gained from
examining Tabte Il. The system has a less than average percentage of retired members and years
of credited service per member. This supports the expectation that net cash inflows should continue
for some time.

The table also indicates that the system is extremely well funded, its assets being oniy 8.4% short
of accrued benefits, compared to 15.0% short for U.S. pubiic pension funds on average. The higher
than average spread of the assumed rate of return over salary increases compared to public pension
funds is based on the substantial portion {46 percent) of the fund invested in equities, with their higher
than average expected returns, balanced by a relatively high book yield of 9.67 percent on the
remaining fixed income portion of the fund. The assumed spread also reflects the dimmer prospects
for salary increases as State petroleum revenues decline and budgets tighten. Thus, the fund is in
very good condition and can expect to do well in the next few years with only a smail and somewhat
uncertain need for cash flow from investments to pay benefits.

For purposes of establishing investment policy, it is the perpetual nature of the fund and its current
and probable future condition of netcash inflows that are the mostimportant characteristics. The fong
time span before any significant net cash flow is required from investments gives the fund the luxury
to make investments which should enjoy higher returns over the long-run, although they may be slow
to materialize, or be erratic in the short-run, and it allows greater use of investments which may
experience substantial fluctuations in value. The character of the fund expands the universe of
investment possibilities and increases the potential for achieving higher returns on the investments.

The primary objective of the investment policy is to maximize the returns on the fund's total
investments over a long time span without undertaking an unreasonable degree of risk of reducing
the principal of the funds or of realizing the lower returns which would necessitate raising the
contribution levels. Higher investment returns over the years mean, at least initially, a larger fund.
A larger fund size relative to a retirement system'’s liability for future benefit payments is the
beneficiaries” best security that the pensions will be paid when they are due.
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UBLIC. EMPLOYEES RET

Mean ot U S Meén‘ of U.S.

Corporate
“"Pension
- Funds ?
Average Age of Active Members 40.17 40.7 403
Average Years of Credited Service 6.66 1.0 115
% of Total Members Retired 18.9% 27 6% 21.0%
% of Active Members Vested 42.7% 50.4% 58.1%
Period in Years to Amortize
Unfunded Accrued Benefits 25 29.4 23.6
% of Pension QObligation Funded 91.6% 85.0% NA
Spread of Actuarial Rate of Return 2.5% first 2.1% 3.4%
Assumption Qver Salary increase 5 years;
Assumption 3.5% thereafter

" “Actuarial Valuation as of June 30, 1989." William M. Mercer-Meidinger, Inc.
2 “investment Management 1990." Greenwich Associates, Greenwich, Connecticut

Returns which average higher than the actuarially assumed returns {currently @ percent) eventually
lead to either increases in pension benefits or decreases in the amounts of annual employer
contributions. This tends to bring the size of the fund back closer to the present value of accrued
benefits.

In line with the above objective, the general investment policy is to emphasize equity invesiments.
Equities are expected to provide, and historically have provided, the highest returns over long periods
of time, even though equity returns are subject to substantial variation over shorter time periods.
Currently, equity investments include domestic and foreign common stocks and real estate equity
funds. The restofthe fundis investedin fixed amount investments, primarily U.S. Treasury securities
but also including corporate bonds and real estate mortgages. For similar reasons as the emphasis
on equities, fixed amount investments emphasize intermediate to longer-term instruments whose
market prices are subject to greater fluctuation but yield more over the long-run than shorter-term
investments. Table Il indicates the long-term historical experience on investment returns that
underlies this policy.

The most important aspect of implementing the fund's investment policy is the decision as to how
much of the fund's assets are to be placed in various classes of investments (the asset allocation
decision). By far the majority of the investment returns are attributable to asset allocation decisions
as opposed to the choice of independent management firms or choice of individual securities or
investments within an asset class.
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Domestic Common Stocks 10.3%

Long-Term Corporate Bonds 5.2
Long-Term U.S. Treasury Bonds 46
Intermediate-Term U.S. Treasury Bonds 49
U.S. Treasury Bills . 36
inflation 3.1%

Source: Ibbotson Associates

Table IV presents ranges for various asset classes as a percentage of the total fund that have been
established to guide the asset allocation decision. The table also shows the asset allocation at the
end of fiscal year 1990. As the table indicates, further allocations to all classes of equities can be
expected in order to bring the allocations to such classes within the policy ranges. Atthe same time,
fixed income investments necessarily will decline. Mortgage investments will eventually be
eliminated as existing mortgages are paid off.

| . TableW. . oo
" PUBLIC EMPLOYEES' RETIREMENT TRUST FUND
SN S ASSET ALLOCATION.
. {as a percent of market value)
L o Policy ~  Policy Actual
v AssetClass. : Minimurmy: Maximum  June 30, 1890
Equities 55% 65% 46%
Common Stocks 45 55 40
Domestic 35 45 32
Internationai 10 10 8
Real Estate 10 10 6
Fixed Income ‘ 35 45 54
Bonds 35 45 44
Mortgages 0 6] 4
Cash 0% 10% 6%

Table V presents the asset allocations as of the end of the last five fiscal years. The table shows
the increasing emphasis on stocks and intermediate to long-term corporate and Treasury bonds,
anoutgrowth of the investment policy. By the same token, sheort-term money marketdebt has been
de-emphasized.
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Real Estate Equities . 5.6% 6.0% 6.8% 6.1% 5.8%

Domestic Common Stocks 25.4 30.4 26.6 27.3 32.3
International Common Stocks 6.3 101 6.6 6.1 75
Total EqQuities 37.3 46.5 40.0 396 456

International Debt - . . . .
Corporate Debt 10.6 9.0 10.9 11.1 12.7

Treasury Debt 2867 28.1 356 348 31.8
Money Markets 10.0 92 7.5 2.6 6.0
Total Marketable Debt 47.3 46.3 54.0 55.6 50.
Mortgages 14.9 7.3 6.0 4.9 3.8
TOTAL FUND 100.0% 100.0% 100.0% 100.0% 100.0%
L L] I S IR

The Economy in Fiscal Year 1990

At the end of fiscal year 1990, the U.S. economy continued to show signs of slow growth. ‘Slown:ng
gains in services employment, increased consumer savings, anddecreased real consumer spending
were siphoning growth from the economy.

With inflation fears subsiding, equities were pushed into record high territory. For the fiscal year, the
Standard & Poor's 500 Index generated a return of 16.5%. On the international front, the decline in
the Japanese stock market reduced the Europe, Australia, Far East (“EAFE”) Index returns 10 3.3%
for the fiscal year.

The siuggishness of the economy also heiped the bond market to rally at year end, after posting five
months of losses. For the year, the Salomon Brothers Broad Investment-Grade Bond index
generated a return of 7.7%. :

Investment Returns

Table Vi presents the annual rates of return for the fund by asset class for each of the last five fiscal
years and for the entire period. An auditor’s opinion accompanies the table. The rates of return are
total returns. Total returns include unrealized changes in market vaiue as well as income earned_and
realized gains or losses. The performance of the fund's investments can be gauged by comparnson
to market indices and from percentile rankings in comparison with other large state pension funds.
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Total Fund Assets

Table IX indicates that the fund has had an average annual return of 12.5% on its total assets for the
last five fiscal years. This ranked the fund in the top 40% of State retirement funds over $500 miilion
in size which are in SEI Comporation's universe of funds. SEIl Corporation provides investment
performance measurements for these funds.

For fiscal year 1990, the fund had a 10.3% return, ranking it in the top one-third of SEI's funds.

Table IX also shows that the returns on all the fund's assets excluding real estate (total marketable
. securities in Table IX) rank almost in the top quartile for the fast five fiscal years.

The fund's extraordinary concentration in real estate and its performance has been a serious drag
on total fund performance. In fiscal year 1986, the fund had 18.9% of its assets in real estate
compared to 1.8% on average for other funds. By fiscai year 1990, the fund's real estate allocation
had decreased to 9.5%, still almost twice the average of 5.4% for other large State retirement funds.
In each and every year for the last five years, the fund has had the highest allocation to real estate
of any fund in the SEIl universe.

During the last five years, real estate equity returns for all SEI funds, at 7.4%, have seriously
underperformed marketable securities returns of 12.6%. Also, the fund's relative performance on
mortgage investments, at the 71st percentile, has been poor. This is probably a resuit of the saverity
of the collapse of the housing market in Alaska during this penod given the aimost total concentration
of fund mortgages in Alaska.

Domestic Common Stock

Table VIl presents rates of return for individual investment adviser firms managing fund assets
invested in common stocks. As seen in Table VI, the ranking of domestic common stock
investments, at the 40th percentile averaged above the median performance (50th percentile) of
other large funds over the five year period. However, rates of return for common stocks, as shown
in Table VI, have lagged behind the market averages shown in Table VIIl. In part this lag is
attributable to the stage of the stock market cycle embraced by the five year period under
consideration. The common stock returns for the fund inciude the money market rates on the cash
normally held by most active stock managers. The cash allows them to take advantage of buying
opportunities. in contrast, the market indices reflect a fully invested position at all times. This makes
it more difficuit for active managers to beat the market during an up leg of a cycle, but easier on the
down side. Halding cashis also a handicap ingeneral over long time spans since the market's general
trend is to increase in value over time as economic growth takes place.

In fiscal year 1990, domestic common stocks in total did match the Standard & Poor’s 500 tndex and
improved their relative ranking to the 40th percentile. This-may be due in part to several changes
recently initiated in the management of domestic common stocks. At the beginning of fiscal year
1989, a domestic common stock index fund managed by State Street Bank & Trust was initiated.
Halfway through the year, four new active managers were added. Another change was the
negotiation of performance-based fees for all active managers except Lehman Ark Management and
their initiation in January, 1989.
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KPMG Peat Marwick

Cerufied Public Accountants
601 West Fitth Avenue Teiephone 907 276 7401 Tetacopier 907 274 49532

Sute 700
Ancharaga, AK 39501

Independant Auditorsa’ Repoct

State of Alaska
Departmant of Ravenua
Division of Treasury:

Wa have audited the accompanying achedule of total rates c¢f return for the
Public Employees’ Retirement Truat Fund (Fund), covesing marketable debt
securities, domestic common atocka, intarnational common stocks, rea. astate
equitiea and mortgage loans for the period from July 1, 1985 to June 10, 1990
and for each of the years in tha five year pariod snded June 30, 1990. This
schedule is the respongsibility of the Fund’s management. OJur regponsizility
is to express an opinion on this achadule based on our audit.

We conductad cur audit in accordance with standards establianed by the Aneri-
can Inatitute of Certified Public¢c Accountanta. Those standards requira chac
we plan and perform the audit to obtain reasonable assdurance about whether the
schadule is frea of material misstatement. An audit includes examining, orn a
teat basis, the underlying data from which the total rates of return are cai-
culated, am well as the calculations themselves. An audit also includas
assessing the basic assumptions used by management in making the calculat.ons
and the overall presentation of the total rates of return. We believe that
our audit provides a reasonable basis for our opinion.

In our opinicn, the schedule referred to above presants fairly, in all mate-~

rial respects, the total rataes of return for tha Public Employees’ Retiremeant
Trust Fund for the pariod from July 1, 1985 re June 30, 13990 and for zach of

the years in the five year period ended June 130, 1990, computad in aczordance
with the measursment and disclosure criteria set forth in the notes t> the

October 5, 1990
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‘Schedule ofTotalHates of Return.

- Period July 1,1985 to June 30,1

Time-
Dollar-weighted weighted
Annuai annuai
average average
tor five for five

years years
. ended ended
Year ended June 30 June 30, June 30,

1986 1987 1988 1889 1990 1990 1990

Marketable securities:

Equity:
‘Domestic common stocks 39.2% 18.4% (7.5)% 17.6% 17.4% 14.4% 16.0%
International common stocks 91,3 388 (501 9.2 21 23.8 26.0
Total equity 474 226 (7.0) 160  16.9 16.0 17.9
Debt 23.1 47 78 144 68 1.5 11.2
Total marketable securities 309 119 12 150 10,6 128 13.5
Real estate:
Equities 8.0 6.2 6.4 8.1 4.6 6.7 6.7
Mertgage loans 12.7 23 13.7 11,0 8.1 113 10,6
114 8.3 180 24 2.2 24 89
Totai Fund investments 256% 11.4% 23% 143% 10.1% 12.6% 12.5%
L | [ | ] L] L) L]

Equity investments (note 3) 38.1 20.2 (5.2 146 15.1 13.7 15.7
Fixed income investments {note 3) 20.1 5.6 85 14.2 6.8 11.4 1C.
Total Fund investments 25.6% 114% 2.3% 14.3% 10.1% 12.6% 12.5%
L] N NN S —— I

See accompanying notes to schedule of totai rates of return.
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{1) General

The Public Employees’ Retirement Trust Fund (Fund) represents the investment portfolio of the State
of Alaska Public Employees’ Retirement System (PERS). Investments of the Fund include market-
able debt securities, domestic common stocks, mternauonai common stocks, real estate equities and
mortgage loans.

The market values utilized in the total rates of return caiculation are determined as follows:

Marketable Securities

Determined at the end of each month by the custodiai agents. The agents’ determination of
market values involves, among other things, using pricing services or priced quoted by
independent brokers.

Mortgage Loans

Determined by adjusting purchased yields to the current secondary mortgage market condi-
tions established by the MGIC Investment Corporation. Market value has been reduced by a
mortgage loan loss provision for uncollectible probtem loans.

Real Estate Equities

Valued by the various companies managing the funds.
{2) Calculation of Total Rates of Return
Thedollar-weighted (or internal) rate of return represents the annually compounded rate of return that
discounts the year-end market value of an investment portfolio and that year's cash flows in and out
of the portfolio back to the portfolio's market value at the beginning of the year. The annual average
for the five-year period ended June 30, 1990 is calcutated similarly except that annual fluc'tuatlons
in market value are not considered - only market value at the beginning and the end of the five-year
period are used, with the result being annualized.,
The annual average five-year time-weighted rate of return represents an average of each of the five
dollar-weighted rates of return weighted equally.

{Continued)
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_ STATE OF ALASKA
DEPARTMENT ‘OF REVENU

The dollar weighted rate of return measures the actual internal growth rate of the portfolio. The dollar-
weighted rate of return is influenced by the timing of contributions to and disbursements from a
portfolio which are beyond the control of the portfotio managers. Time-weighted rates of return are
frequently used to measure the performarnce of portfolio managers because they can help eliminate
the influence of cash flows that are beyond the control of portfolio managers.

The historicai totai rates of return may not be indicative of future total rates of return. Attention should
be drawn to the fact that other performance calcuiation methods may produce different resuits and
that comparisons of investment results should consider qualitative circumstances and shoutd be
made only to portfolios with generally similar investment objectives.

(3} Equity investments and Fixed Income Investments

Included as equity investments are domestic and international equity common stocks and real estate
-equities. Included as fixed income investments are marketabie debt securities and mortgage loans.
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International Common Stock

International common stocks have produced the highest returns for the fund, averaging over 26
percent for the last five years. However, the managers’ performance relative to other funds and
market indices has been poor. To improve the performance of international common stocks, a
competitive selection of managers is expected to be undertaken in 1991 after first establishing by
contract a custodian bank for international investments. The custodian bank is necessary to consider
non-bank investment adviser firms as managers, since such firms do not provide custody services.
These non-bank adviser firms offer superior performance and a larger number of competitors to
choose from. Responses to a request for proposals for securities custody services have been
received and a contract including provisions for internationai custody is expected to be in place early
in 1991. :

Marketabie Debt Securities

During the last five fiscal years, performance of investments in marketable debt securities has been
in the top 7 percent of the rankings, as indicated by Table IX. A significant factor in the marketable
debt securities performance is the longer than average maturities of debt instruments held by the
fund. Table X compares the average maturity of the fund's marketable debt to the median of state
retirement funds over $500 million in size.

It is interesting to note that during fiscal years 1985-1989 the rates of return on long-term
governments, 15.49%, did exceed those on long-term corporates, 15.02%, and intermediate
governments, 11.37%. This diverges from the long-term (1926-1989) experience cited in Table Il
Thus, the fund’s emphasis on long Treasuries through fiscal year 1989, as indicated by Tables V and
X was beneficial to the fund's performance. However, as Tables V and X also indicate, there was a
shiftin emphasis during 1990 to corporate and intermediate-term government debt that is expected
to provide good performance in the future as these asset classes return to their historical performance
patterns.

Table X

 MARKETABLE DEBT SECURITIES
- Average Maturity

(years)

o Median for
.. Fiscal . . Public Employees’ Retirement. Large State
. YearEnd: . Trust Fund Retirement Funds

1985 13.0 98

1986 11.1 8.0

1987 14.5 94

1988 16.0 8.6

1989 13.7 95

1990 13.2 8.4

Source.  SEI Corporation
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The recent superior performance of long-term debt was largely due to the unique historical
occurrence of record high inflation rates in the late 1970's and early 1980's. The highinflation caused
the Federal Reserve to push interest rates to record levels in order to squelch runaway prices. Inthe
latter part of the 1980's, as inflation and interest rates receded from these record highs, long-term
bond prices soared, producing record high returns.

Real Estate Equities

Real estate equities have produced the lowest returns for the fund during the periog 1986-30. In the
late 1970’s and early 1980's, strong inflation resulted in rapid appreciation of real estate, as it did for
other hard assets. Combined with extraordinary tax incentives for real estate investments, the run-
up in real estate prices produced very high returns to investors. Tax-exempt investors such as
pension funds could fully benefit from this market movement, as well as private investors. Tax-
exempt institutions could carve out a share of the tax benefits through joint ventures with taxable
parties, in addition to benefiting from the general bidding up of property values by taxable investors.

For institutional investors such as pension funds which would hold reai estate as part of a portfolio
of various classes of investments, real estate aiso offered the attraction of increasing diversification.
Diversification into real estate was particutarly desirable because real estate rates of return have had
a very low correlation with returns from other classes of investments. This meant much less volatility
in returns for the total portfolio. So overall, real estate seemed to be the perfectinvestment -- offering
the highest returns but aiso reducing risk more than other investments.

These powerful stimuii led to excessive amounts of capital being made availabie for financing real
estate, rampant speculative construction, and ultimately the severest overcapacity the industry has
seen. The inevitable downturn in the cycle was acutely more pronounced as a result of the Tax
Reform Act of 1986 which eliminated or strictly curtailed most of the tax benefits for real estate
investments.

The supply of real estate is highly inelastic in the short-run, due to its long lead times for construction
and its long duration once constructed before it's finally “consumed” and demolished. Thus, real
estate cycles are among the longer of economic cycles. Even in the face of the recent prolonged
economic expansion, real estate markets remained difficult. Eventually, real estate returns should
improve, but absent the return of a highly inflationary environment and liberal tax incentives, real
estate is not expected to yield the heady returns that formerly characterized such investments.

Table Xl contains the returns for real estate equity managers for the last five years while Tables Xl
and X1l show the diversification of the managers' real estate investments geographically and by
property type. As Table X! indicates, returns for the total real estate equities portfolio for the last five
years have been slightly below the middle of the pack of real estate equity funds in the SEI universe,
aithough a bit above the marketindex for such funds. The fund has beenin the process of withdrawing
from the worst performing manager's fund, John Hancock Properties, since January, 1986. Atthe
end of fiscal year 1990, the Hancock investment represented roughly one-haif percent of total real
estate equity investments.

Real estate equity investments to date have consisted of shares of pools of commingied investments

with other tax-exempt funds. These pools are managed by the firms shown in Table XI. For smaii
funds, commingled pools offer diversification and an efficient means of investing in real estate.
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Inthe future, the fund's investments inreal estate may take the form of a separately managed account
for the fund or investments directed by the fund. Directed investments may take the form of
individual, partnership, or joint venture ownership. These changes will improve the ability to select
and structure properties with risk, return, and diversification attributes most beneficial to the fund.

Separate account or directed real estate investments are now possible because the size of the fund
has grown to the point of being able to make such investments in an efficient and diversified manner.
It is also made possible by enactment of legislation, Chapter 141, in 1988 that permits such
investments. Formerly, the fund was restricted by statute to real estate equity pools.

A request for proposals for a real estate advisory firm to provide professional advice in developing
poiicy and selecting and structuring real estate investments has been advertised. This is the first step
in beginning separate account or directed investment in real estate equities. At the same time,
commingied pool investments may still be considered for investment in smaller properties in an
efficient manner and to provide greater diversification.

Real Estate Mortgages

The total return measurement for real estate mortgage investments in Table V! is of limited
usefulness. These investments are not readily marketable and they are expected to be held to
maturity. In this case, the realized rates of return may be more pertinent. Realized returns include
the interest on mortgage loans and any realized gains or losses on disposition of foreclosed
properties but exclude changes in market value. Table X!V shows that the realized rates for
mortgages have declined.

Table. XIV

5 PUBLIC EMPLOYEES' RETIREMENT TRUST FUND
7 MORTGAGE LOANS
o REALIZED RATES OF RETURN

" Fiscal Year o " Realized Return
1985 13.2%
1986 12.1
1987 13.6
1988 10.9
1989 9.0
1990 a8
1985-90 11.4%

In part, this is due to the fact that interest rates have declined from the early 1980's. This resuited
inlower mortgage returns due to lower interestrates on new purchases. Moreimportantly, since new
purchases stopped essentially in fiscal year 1986, heavy payoffs of mortgage loans made at high
rates in the early 1980's pushed the average yield down on the remaining mortgage portfoiio. Most
of the payoffs came from refinancings with other lenders. Table XV reflects these activities.
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Mortgage returns have also been hurt since fiscal year 1986 by heavy delinquencies and defaults
resulting from the Alaska recession. The mortgage loans have been highly concentrated inside
Alaska. AtJune 30, 1990, only 12.5% were secured by property outside Alaska.

00 Mortgage * . andDefaults

SRR Payoffs N IRy at,JUf_Ie:ao‘
NA NA
1983 772 280 82
1984 813 707 75
1985 725 508 127
1986 328 1,145 231
1987 7 1,237 406
1988 0 255 431
1989 0 160 556
1990 0 117 481

Note:
' Loans 60 or more days delinquent plus real estate properties owned ("REQ").

Tables XV and XVI show the history of the fund's delinquent loans-and real estate owned. The
percentages for delinquent loans and real estate owned are magpnified by the fact that the mortgage
loan portfolio has been shrinking, as shown in Table XVII, with the shrinkage coming from good,
‘commercially-viable loans paying off while the bad loans remain with the fund. Nevertheless,
liquidation of real estate owned, with the exception of one property, has resulted to date in a netgain
for the fund, disregarding the opportunity costs of invested funds. This is shown in Tabie XVIIL.

As the 132 properties currently owned by the fund and additional foreclosures of delinquent loans are

disposed of, losses are expected overall. The current estimate of loss is reflected in the $6,191,000
loan loss allowance applied against the value of mortgage assets on the fund’s books.
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: Toial .
Dehnquencnes

1983 1.9% T% 2.7% $4.4 $1.7 $6.1

1984 1.7 6 2.3 4.5 1.7 6.2
1985 - 29 | 7 3.6 8.7 2.1 10.8
1986 7.6 9 85 18.0 2.2 20.2
1987 23.2 3.9 27.2 321 5.4 37.6
1988 26.5 7.6 34.1 31.9 9.1 41.0
1989 26.8 11.3 38.0 29.7 12.5 42.2
1990 22.1% 13.6% 35.7% $22.8 $14.0 $36.8
Note:

* Percentages are the percentages of total foans and REQ

Table XV II

PUBL]C EMPLOYEES‘ RETIREMENT TRUST FUND
5 MORTGAGE ASSET ALLOCATIONS. AT COST

{$ mIIIIOHS)

i - : ' Martgage as %
dune 30 Total Fund ' "Mortgages as Total Fund
1980 $400.2 $140.0 35.0%

1981 515.4 162.5 31.5
1982 645.4 2015 31.2
1983 8159 228.9 281
1984 1,016.3 269.0 26.5
1985 1,2411 2976 24.0
1986 1,522.5 237.8 15.6
1987 1,830.6 138.3 7.6
1988 1.978.5 120.5 6.1
1989 2.206.4 111.0 5.0
1990 $2,544.4 $103.0 4.1%
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2 ;Gain;_(l._b:ssi_f: ':

1981 12 $ 144,239.58

1982 5 (3,995.43)
1983 4 259,068.22
1984 1 (88,735.67)
1985 2 31,191.03
1986 1 (1,184,604.54)
2 6,160.05
1987 14 57,187.53
1988 11 54,041.23
1989 16 (56.300.78)
1990 22 241,026.25
80 $ (546,979.99)

Importance to Beneficiaries of Investment Policy and Returns

Investment income is of paramount importance to a pension pian. A study by Frank Russell Co.
indicates that, over the life of a defined-benefit pian, at least 80 percent of the benefits paid come from
investment income, and only 20% from contributions. For any given participant, about 60% of the
investment income accrues after retirement when contributions have ceased.

The current importance of investment income to the fund and its beneficiaries can be seen in the fact
that investment income totaled $1,102.4 million for the fiscal period 1985 to 1990 while assets grew
$1.515.5 million inbook value. Total investmentincome exceeded contributions as a source of growth.

Table XIX shows the growth of the Public Employees’ Retirement Trust Fund for the period and the
sources of that growth. Noteworthy is the fact that contributions have held rather steady while benefits
have increased. This has been possible due to total returns averaging 13.8% per annum over the six-
year period, well in excess of the 9% on which contributions are based.

! The actuarial rate of return is technically calculated on a different basis than the lotal return concept. The
actuarial rate invoives vaiuation of fixed income assets at cost rather than market and determines equity
values using a five-year moving average of the ratio of market to book vaiue.
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Also noteworthy is the fact that net contributions (i.e., contributions minus benefits) have decreased.
Should a significant portion of investment income be required in the future to meet benefit payments,
there would be importantimplications for investmentpolicy. Assetallocations could then be expected
to favor fixed income investments more than would otherwise be the case, in order to lend greater
stability to cash flows. However, as discussed under the section on investment policy, actuarial
projections do not indicate a likelihood of significant reliance on investment income o meet benefit
payments.

The main concern of beneficiaries in regard to the fund is whether the size of the fund is keeping up
with the growth in the present value of the benefits likely to be paid in the future. Table XX presents
two measures of this key relationship.

EMPLOYEES" RETIREMENT SYSTEM
UNDING RATIOS -
N o . GASB.

isca Statement No. 5

(ear End .. Ratie®
1977 NA
1978 NA
1979 NA
1980 NA
1981 NA
1982 NA
1983 NA
1984 NA
1985 89.6%
1986 111.8
1987 105.5
1988 94.5
1989 95.7%

Sources:
! Actuarig{ Valuation Report; William M. Mercer Meidinger Hansen, Inc.. various years
2 Independent Auditor's Report. Public Employees’ Retirement System, June 30. 1989

The ratios in Table XX are a comparison of the Public Empioyees’ Retirement Trust Fund assets to
the present value of benefits projected to be payabie in the future. The difference between the ratios
is that the Governmental Accounting Standards Board (*GASB") ratio values the assets as of theyear
end while the actuary uses a five-year moving average.

Within the Iast few years, the system achieved full {or more than full) funding for the first time since
its inception. When the retirement plan was initiated, a funding gap was created by-credits granted
for empiloyees’ service prior to the plan’'s start-up. The other factors that create or perpetuate a
funding gap are retroactive benefit increases, actual experience less favorable than actuarial
assumptions, and any deficiency in payment of actuarially required contributions.
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Achievement and maintenance of full funding is the best assurance beneficiaries have of receiving
the benefits to which they are entitled. At least one court? has held that employees have a vested
property right to amounts deposited in a retirement trust fund. In the future, investment policy and
returns will be ever more critical to maintenance of full funding as investment returns loom ever larger
in the flow of funds. Tabie | projects investment earnings to constitute almost 70% of the total inflow
to the fund by fiscal year 2004, compared to approximately 56% in fiscal year 1990.

Investment returns in excess of funding requirements lead to either increased benefits or reduced
employer contributions, usually both. Absent enactment of legislation increasing statutory benefits
under the plan, retired employees who were hired before July 1, 1986 still can benefit directly from
high investment returns through Post Retirement Pension Adjustments ("PRPA's"). These are
increases in retirement annuity payments granted annuaily to offsetthe cumulative effects of inflation.
They are granted each year by the Commissioner of Administration only if the condition of the Public
Employees’ Retirement Trust Fund permits. Table XXI traces the PRPA’s that have been granted.
Retired employees who were hired after July 1, 1986 receive automatic PRPA's which are based on
inflation during the prior calendar year and which are not dependent on the financial condition of the
Trust Fund.

;-'_PUBL!CEEMPLGVEES‘ RET.I_REMENT_ SYSTEM
POST RETIREMENT PENSION ADJUSTMENTS (PRPAs)
LodJuly - PRPA
1967 none
1968 none
1969 1.5%
1970 1.5
1971 1.5
1972 nene
1973 2.5
1974 3.0
1975 ncne
1976 none
1977 none
1978 4.0
1979 4.0
1980 4.0
1981 4.0
1982 4.0
1983 none
1984 4.0
1985 4.0
1986 4.0
1987 none
1988 4.0
1989 4.0%

?  West Virginia Supreme Court. 1988. Dadisman V. Mdore, et 3 (Case No. 18343). Charleston
West Virginia.
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Beyond the use of high investment returns to augment benefits, their use to reduce empioyer
contributions is in some ways of benefit to empioyees. Lower contributions can be expected to
increase the willingness and ability of employers to make the required payments. A reduced pension
burden on employers increases the security of benefits being paid. Of course, even greater security
could be had by leaving the amounts in the fund to maintain an overfunded status. However, the
Constitutional obligation of employers to provide the benefits makes the question of security less
compelling. This is especially so for employers with the power of taxation. If nothing else, reduced
contributions increase the possibility of eventual statutory amendments to provide greater benefits.

Table XXII displays employer contribution rates for the system since 1980. Rates are influenced by
many factors besides investment earnings. The large increase in 1992 rates is attributable almost
entirely to increases in retiree health insurance premiums. Investment returns were in excess of the
actuariaily assumed earnings rate and resulted in a decrease of 0.39% in the contribution rate that
otherwise would have been required.

Table XXII

UBLIC EMPLOYEES‘ RETIREMENT SYSTEM
: ':f‘E_EMPLOYER CONTRIBUTION RATES"

Fiscalff

‘ - Fiscal

CYear. :;_:-._.fPercent ofPayroll Year Percent of Payroil
1980 11.96% 1987 10.62

1881 13.10 1988 9.38

1982 13.78 1989 938

1983 13.78 1990 954

1984 : 13.68 - 1991 - 1200

1985 ' 13.66 1992 14.20%
1986 13.73

Notes:

1

Changes in actuarial methods and assump- Health care cost inflation was set at §%. Turn-

tions for the years shown have been as foi- over and disability assumptions were revised

lows: based upon actual experience in 1980 through
1981,

The actuarial funding method for the years

through June 30, 1984 was attained age nor-
mai. Effective July 1, 1984, the Plan adopted
the projected unit credit actuarial funding
method.

Effective July 1, 1980, the plan adopted new
actuarial assumptions. The assumed rate ot
earnings was increased from 6% toc 8% per
year. The salary increase assumplion was
changed from 6% per year until age thirty-nine
and 5% per year thereafter to 8% tor the first
tive years of employment and 7% thereafter,

Source:

Effective July 1, 1986, the plan adopted new
actuarial assumptions. Actuarial funding sur-
pluses are amortized over five years rather
than twenty-five years. The assumed rate of
earnings was increased from 8% to 9% per
year. The salary increase assumpticn was
loweredto 6.5% per yearfor thefirst five years
of employment and 5.5% per year thereafter,
Health care cost inflation was increased to
9%. Turnover anddisability assumptions were
revised based on actual experience in 1981
through 1985.

Actuarial Valuation Reports, William M. Mercer Meidinger Hansen. inc.
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The critical and immense importance of investment earnings can be determined from sensitivity
analyses of projected system cash flows prepared by the actuary. They show that a sustained 1
percent higher rate of return (10% instead of the 9% assumed by the actuary) would reduce the
employer contribution rate from a projected 12.25% in 2004 to 6.70%. This 45.0% reduction in
employer contributions 15 years from now is projected by the actuary to produce a savings of $127
million for the year. The actuary projects total savings in employer contributions for the next 13 fiscai
years to amount to $790 million if the higher rate of return is achieved.

One sense of the scope of the beneficiaries’ interests at stake can be gained from the size of the
Alaska retirement funds under management by the Department of Revenue in comparison to other
tax-exempt funds. Table XXl shows the ranking of the combined Public Employees’ and Teachers’
Retirement Trust Funds reiative to the assets of other tax-exempt funds.

S TableXxmoo
TAX-EXEMPT ASSET RANKINGS

" Numberot . Numberof
. Funds Larger Than -~ Funds Smaller Than
Alaska Retirement Funds - Alaska Retirement Funds

Corporate Pension Funds 35 10301

Public Pension Funds 36 571
Union Pension Funds 3 1466
Endowments 2 498 {Including Harvard)
Foundations 1 (Ford Foundation) 747

Source: The Money Mariket, Directory of Pension Funds and their investment Managers. 1990,
McGraw-Hill.

One of the most important duties of the Commissioner of Revenue -- as a resuit of the fund's trust
character, the scale of its assets, the fund's heavy and growing reliance on investment returns, and
the importance of superior returns for increased security and benefits for beneficiaries -- is the
determination of investment poiicy and the expert implementation of that poiicy in the interest of the
fund’s beneficiaries. This report is one means of assuring the performance of those duties. An
informed system membership may be the best safeguard of beneficiaries' interests over the long run.

Suppilementary Fiscal Year 1990 information

Appended are three schedules containing supplementary information on the Public Employees’
Retirement Trust Fund for the fiscal year ended June 30, 1990. Accompanying the scheduies are
an independent auditor's report on, and notes to, the schedules.

The Report of Assets shows the amounts that were invested in different types of investments (book
value) and their respective market values and expected annual income flows. The fund's equity
investments have relatively low income yields because the income estimates do not include the highiy
variable capital gains which are usually realized annually on those investments. When capital gains
are included, equity investments normally have higher total returns than fixed income investments.
On June 30, 1990 the fund's market value of $2,741 million exceeded its book value by $196 million
and its income from investments, excluding capital gains, is expected to be about $174 million in the
current fiscal year.
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The second schedule, Reconciliation of the Fund's Book Vaiue shows sources of the fund's growth
in book value during the year. This statement reflects contributions net of benefit payments.

The third schedule, Distribution of Investment Returns by Asset Categories, shows the fiscal year’'s
realized investment returns on each of the different types of investments. Returns on thefixedincome
investments, which constitute 52% of the entire fund, are rather stable and do notvary much from year
toyear. Equity returns, on the other hand, are highly variable on a year-to-year basis because capital
gains can be such an important element of their total returns. This last schedule indicates realized
capital gains were the dominant part of common stock returns during 1990. Over the last sixty-three
years, capital gains, including unrealized as well as realized gains, have averaged slightly more than
half of {otal returns on common stocks.

The realized rates of return shown in the third schedule are of limited relevance for a fund such as
this with a long-term investment horizon. They are included as supplementary information.
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KPMG Peat Marwick

Certfied Public Accountants
801 West Filth Avenue

Suite 700
Anchorage, AK 995C1

Independent Auditors’ Report

State of Alaska
Department of Revenue
Division of Treasury:

We have audited and reported separately herein on the financial statements of

the Public Employees’ Retirement Trust Fund (Fund) as of and for the year
ended June 30, 1990.

Our audit was made for the purpose of forming an cpinion on the basic finan-
cial statements of the Fund taken as a whcle. The supplementary information
included in Schedules 1 through 3 ia presentad for purposes of additional
analyeais and is not a required part of the basic financial statements. Such
supplementary information on Schedules 1 and 3 has been subjected to the
auditing procedures applied in the audit of the basic financial statements
and, in our opinion, is fairly stated in all material respects in relation to
the basic financial statements taken as a whole.

August 31, 1990
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Percentage
of totai Book
Assets book value value

Equities {external managers):

Annual
Market income
value estimate

154,163 8,062
854,128 29,972
198,346 __ 4,333
1,206,637 42,357

100,355 8,233
336,397 31,679
838,850 77,068
140,310 _11912

1,416.012 129,892

Real estate equities 6% $ 140,027
Domestic equities fund 30 758,775
International equities _7 183.654

Total equities 43 1,082,456

Fixed income (Treasury managed):

Mertigages 4 . 96,783
Corporate issues 13 330,332
U.S. Treasury issues 30 776,115
Money market issues _5 140,141
Total fixed income 52 1343371

Total investments 95 2,425.827

Cash {interest earning) 1 18,817

2,622,649 172,249

18.817 _ 1,530

Total investible assets 96 2,444 644

Net accruals receivable 4 93,937
Contributions receivable _ - 5.793

2,641466 $173,779
S—
93,837
5,793

Total fund assets 100% $2.544.374

2,741,196

Yieid to Current
maturity yield at
at book market

vaiue

5.75%
3.95
2.36
3.91

9.54
9.59
9.93
8.50
9.67
7.10

813

value

5.22%
3.51
2.19
3.51

8.20
g.42
9.19
8.55
9.17
6.57
8.13

6.58

See accompanying notes to supplementary information.
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f(ooos ommed)

Investment returns:
Income earned and received
Capital gains realized
Total returns received

Accrued income receivabie
Total returns receivabie

Total investment returns

Less investment expenses
Net investment returns

Net contributions received
Net contributions receivable

Net change in book value
Fund's book value at June 30, 1988

Fund’s book value at June 30, 1989

$145227

—26,609
201,832

32314
32,314

234,146

{4,150)

229,996

37,752

5,793

273,541
2,270,833

$2.544,374
———

See accompanying notes to supplementary information.

Percentage
of book
value change

53.1%

207
73.8

11.8
856
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- ;_*_'.__:_.fSéhe_dule 3 _

Distribution of !nvestment Returns
:_by Asset Categorles at Book Values _

:*E_F'scal year ended June 30 1990
| | _{: { (0005 omltted)

Percentage
yield on
annual

Total average
Income Gain (loss) Returns Income investment book
Assels received realized received accrued returns values

Equities {externally managed):

Real estate $ 8,036 - 8,036 - 8,036 5.87%
Domestic equities fund 25309 42,570 67,879 2377 70,256 10.22
International equities 4583 13012 _17.595 - 17.595 10.80
Total equities - 37.928 55582 93.510 77 95887 971

Fixed income (internally managed): o

Mortgages 9,249 - 9,249 648 9,897 9.83
Other debt issues 98050 1023 99073 29289 128362 16.23
Total fixed income 107.299 1023 108,322 29937 138.259 10.20
Total investment returns  $145,227 56,605 201,832 32,314 234,146 10.00
| ] ] IS PR ]

See accompanying notes to supplementary information.
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The Fund

The Pubiic Empioyees’ Retirement System is a multiple-employer agent defined-benefit,
joint-contributory system established by the State of Alaska for the payment of retirement,
disability, health and death benefits to or on behaif of qualified employees empioyed by the
state, municipalities, school districts, or other political subdivisions of the state. The Public
Employees' Retirement Trust Fund (Fund) is a separate fiduciary trust fund established by
state statutes. The Commissioner of Revenue is the Trustee of the Fund and is responsible
for the custody of the assets and for investing the Fund for the best financial interest of the

beneficiaries.

(1) Summary of Significant Accounting Policies

The accounting and reporting policies for the Fund conform to generally accepted ac-
counting principles. The more significant accounting policies are as follows:

1.

2.

Fiscal year figures are for the Fund's fiscal year ending June 30.

Net contributions reflect the amounts the Fund received from the Division
of Retirement and Benefits and represent the contributions by employees
and employers less the amounts of benefits paid or refunded.

Dividend income on domestic equities is accrued on their ex-dividend
dates. Interest income on domestic debt securities is accrued as earned.
Interestincome is shown net of amortization of premiums and accretion of
discounts. Accrued interest purchased is charged against income at the
time of acquisition. International dividends and interest are recognized for
income purposes upon notification by the custodian bank.

Book value is stated at cost except that the book values of marketable
domestic debt issues are adjusted for amortization of premiums and
accretion of discounts. Gains orlosses on the sale of marketable domestic
debtissues are determined on a specific lot identification basis, and gains
orlosses onthe sale of shares in the Consolidated Domestic Equities Fund
are determined on an average lot basis.
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5.  Investment management costs are separately charged to the Public Employees’
Retirement System and are not deducted from operating income at the time
income is received.

6. Investments are stated on a trade date (ownership} accounting basis, including
unsettled transactions as follows: sold securities at proceeds amounts for. both
book and market values; purchased securities at cost for book value and at ciosing
market prices for market value. Gains and losses on sold securities are recog-
nized as of the trade date.

Market Value

The market value of marketable securities is determined by the custodial agent on the lastbusiness
day of each month. Real estate equities are valued by the managing firms. The market value of the
mortgage investments is estimated by reference to the current secondary mortgage investments as
reported by the MGIC Investment Corporation. Their estimate is of limited applicability because of
the illiquid status of those investments.

Invesiments

The Fund's deposits and investments are categorized below pursuant to the Governmental
Accounting Standards Board (GASB) StatementNo. 3 and GASB Technical BulletinNo. 87-1togive
an indication of the level of safekeeping risk assumed by the Fund at statement date. The Treasury
Division does not concur in the interpretation which places international equity investments under
Category 2 rather than Category 1.

Deposits
1. Insured or coilateralized with securities held by the state or by its custodian in the state’s
name.

2.  Collateralized with securities held by the pledging financial institution's trust department
or custodian in the state’'s name.

3. Uncollateralized.

{Continued)
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Investments

1. Insured or registered for which the securities are held by the state or its custodian in the

state's name.

2. Uninsured and unregistered investments for which the securities are held by the broker’s
or dealer’s trust department or agent in the state's name.

3.  Uninsured and unregistered investments for which the securities.are held by the broker’s
or dealer’'s trust department or agent not in the state’s name.

Category at book vaiue
B 2 3
: {000s omitted),
Deposits: .
Cash (interest earning) $ 18817
Investments:
U. S. Treasury debt 776,115
Corporate debt 330. 332
Domestic equities fund 758,775 -
International equities 183,654
Money market issues 140,141 .
Mortgages 96, 783
Real estate equities 140,027
Financial futures - —
$ 2,260,990 183.654
] I -

External Investment Management

Domestic equities are assets of the Fund consisting of shares in the Consolidated Domestic Equities
Fund currently under external management by contracted managers who have been directed to
emphasize domestic corporate common stock investments. International securities are assets ofthe
Fund currently under external management by contracted managers who have been directed to
emphasize international corporate common stock investments. Real estate equities are assets of the
Fund consisting of units or shares in real estate equity funds which are under external contracted

management by various companies.
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STATEOF ALAs'KA:.

Yieids

Yields on United States Treasury issues and Corporate Fixed Income issues reflect weighted
average yields-to-maturity based on either cost values or market values. Yields on domestic
equities, international equities, and money market issues reflect current yields based on either cost
vaiues or market values. The yields on mortgages reflect a weighted average yield to a ten year
average maturity based on cost values and market values. Yields on real estate equities reflect the
annualized realized monthly income as related to book values and market values. The yield on the

average annual book value is calculated using the average of the beginning and ending of the year
book values.
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Employer

Adak Region School District
Akutan, City of
Alaska, State of
Policemen, Firemen

* All Other Employees
Alaska Housing Finance Corporation
Alaska Municipal League
Alaska State Housing Authority
Alaska, University of
Alaska Geophysical Institute, University of,
Aleutian Region School District
Aleutians East Borough
Aleutians East Borough School District
Aleutians West Coastal Resource Service Area
Anchorage, Municipality of
Anchorage Parking Authority, Municipality of,
Anchorage School District
Annette island School District
Atka, City of

Barrow, City of

Bartlett Memorial Hospital

Bering Straits Coastal Resource Service Area
Bering Straits School District

Bethel, City of

Bristol Bay Borough

Bristol Bay Borough School District

Bristol Bay Coastal Resource Service Area
Bristol Bay Housing Authority

Chatham School District

Chugach Regional School District

Copper River Basin Regional Housing Authority
Copper River School District

Cordova, City of

Cordova Community Hospital

Cordova Pubiic Schools

Craig, City of

Craig School District

Delta/Greely School District
Diillingham, City of

Dillingham City School District
Diomede Joint Utilities

87

Percentage

13.00
2.37

12.53
10.02
0.00
0.00
12.15
3.16

- 3.186
0.00
0.00
2.71
9.47
9.59
6.58
9.67
9.04
9.47

3.72
3.14
- 9.47
8.90
0.00
11.39
14.06
11.61
11.83

3.40
5.40
14.04
2.34
12.56 -
417
13.72
4.92,
17.83

9.47
2.23
16.74
9.47




Employer (continued)

Elim, City of
Emmonak, City of

Fairbanks, City of

Fairbanks Municipal Utility System

Fairbanks North Star Borough

Fairbanks North Star Borough School District
Fort Yuken, City of

Galena, City of
Galena School District
Grayling, City of

Haines Borough

Haines Borough School District
Haines, City of

Homer, City of

Hoonah, City of

Hoonah School District

Hooper Bay, City of

Husiia, City of

Hydaburg City School District

Iditarod Area School District

Juneau Borough School District
Juneau, City and Borough of

Kashunamiut School District

Kaltag, City of

Kenai, City of

Kenai Peninsula Borough

Kenai Peninsula Borough School District
Ketchikan, City of

Ketchikan Gateway Borough

Ketchikan Gateway Borough School District
King Cove, City of

Kivalina, City of

Klawock, City of

Klawock City School District

Kodiak, City of

Kodiak Island Borough

Kodiak Island Borough School District

38

Percentage

9.47
20.03

12.52

12.52
0.51
0.51
0.00

5.96
3.70
9.47

9.56
9.47
1.20
10.17
6.11
18.74
0.00
9.47
419

517

6.96
6.97

8.85
9.47
0.00
9.64
13.15
13.96
9.49
1513
0.88
9.47
17.93
9.47
11.71
5.34
4.27




Employer (continued)

Kotzebue, City of
Koyuk, City of
Kuspuk School District

Lake and Peninsula Borough

Lake and Peninsula School District
Lower Kaiskag, City of

Lower Kuskokwim School District
Lower Yukon School District

Matanuska-Susitna Borough
Matanuska-Susitna Borough School District
Mekoryuk, City of

Mountain Village, City of

Nenana, City of

Nenana City Public Schools

Nome, City of

Nome School District

Nome Joint Utilities

Noorvik, City of

North Pacific Fisheries Management Council
North Poie, City of

North Slope Borough

North Slope Borough School District
Northwest Arctic Borough

Northwest Arctic School District

Old Harbor, City of

Palmer, City of

Pelican, City of

Petersburg, City of
Petersburg Generai Hospital
Petersburg Public Schools
Pribilof Region School District

Railbelt School District
Ruby, City of

Saint Mary’s, City of
Saint Mary’'s School District
Saint Paul, City of

39

Percentage

0.00
9.47
4.65

9.47
5.40
9.47
4.39
10.01

7.53
7.53
9.47
9.47

0.00
7.29
9.33
9.36
0.00
9.47
0.00
9.88
0.59
5.40
574
0.00

9.47

12.88
11.00
13.56
13.56
13.56

0.00

1.84
18.71

15.99
21.83
7.04




Employer (continued)

Sand Point, City of

Saxman, City of

Selawik, City Council

Seward, City of

Seward General Hospital
Shishmaref, City of

Sitka, City and Borough of

Sitka Community Hospital

Sitka Borough School District
Skagway, City of

Skagway City School District
Soldotna, City of

Southeast Islands School District
Southeast Regional Resource Center
Southwest Region Schools
Special Education Service Agency

Tanana, City of
Tanana City School District
Thorne Bay, City of

Unalakleet, City of ~
Unalaska, City of
Unalaska School District

Valdez, City of
Valdez School District

Wainwright, City of
Wasilla, City of

Whittier, City of
Wrangell, City of
Wrangell School District

Yakutat, City of
Yukon Flats School District
Yukon-Koyukuk School District

90

Percentage

1.23
10.81
9.12
3.14
20.59
9.47
13.38
0.00
6.83
1.26
17.28
14.93
6.40
0.00
3.46
9.66

0.00
9.83
6.94

9.47
0.00
3.02

5.41
2.10

10.53
7.78
7.63
9.71

10.13

1721
0.00
0.00
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ACTIVE MEMBERS
{As of June 30)
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Regular  Peace Officer Fireman *Elected Off.  Total All

Benefit Type Retirees Retirees Retirees Retirees Categories
Base $ 56,512,019 % 6,394,908 & 1,234,065 § 107635 $ 64,248,627
Cost of Living Allowance 4,734,138 540,169 104,115 15,723 5,394,145
Non-Occupational Death 1,895,415 83,745 72,346 11,119 2,062,625
Occupational Death 215,204 163.842 19,728 -0 398,774
Disability 1,795,950 851,037 171,627 -0- 2818614
Post Retirement Pension ’
Adjustment 8,780,223 858,441 206,547 18,032 9,863,243
Voluntary Annuity 4,336 -0- -Q- -0- 4336
Lump Sum 431,994 1,504 -0- -0- 433,498
Recalculation Adjustments 86,889 9,019 1,150 -0- 97,058
Benefits Subtotai $ 74,456,168 §$ 8,902,665 $ 1,809,578 §$ 152,509 $ 85,320,920
Medical $ 22,142,000
Total All Benefits $107,462,920

* Active and Retired Elected Public Officers as of October 13, 1976, were mandatoriiy transferred to the Elected
Public Officers Retirement System (EPORS), which was established by legislation on January 1, 1976. Under
current legislation, all other elected officials may participate in the PERS or the TRS, or do not participate at
their option.
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TEACHERS'
RETIREMENT SYSTEM







TEACHERS' RETIREMENT BOARD

Charles M. Arteaga, Chair Dorothy Wells, Vice Chair
Term Expires: 1/31/93 Term Expires. 6/30/96

Roxy A. McDonagh
Term Expires: 1/31/92

Garris "Bob" Covington
Term Expires: 1/31/91

Stephanie Winsor
Term Expires: 6/30/98
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COO ers : cerited puBlC accountants
&Lybrand |

Report of Independent Accountants

Division of Retirement and Benefits and
Members of the Alaska Teachers'
Retirement Board

State of Alaska

Teachers' Retirement System

Juneau, Alaska

We have audited the accompanying statements of net assets
available for benefits of the State of Alaska Teachers'
Retirement System as of June 30, 1990 and 1989, and the related
statements of changes in net assets available for benefits for
the years then ended. These financial statements are the
responsibility of the management of the State of Alaska,
Department of Administration, Division of Retirement and

Benefits. Our responsibility is to express an opinion on these
financial statements based on our audits.

We conducted our audits in accordance with generally accepted
auditing standards. Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether
the financial statements are free of material misstatements. An
audit includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements. An
audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating
the overall financial statement presentation. We believe that
our audits provide a reascnable basis for our opinion.

In our opinion, %the financial statements referred to above
present fairly, in all material respects, the net assets
avalilable for benefits as of June 30, 1920 and 1989, and changes
in net assets available for benefits for the years then ended, 1n
conformity with generally accepted accounting principles.

The supplemental schedules of funding progress and revenues Dby
source and expenses by type are not a required part of the basic
financial statements of the State of Alaska Teachers' Retirement
System but are required by the Governmental Accounting Standards
Board. We have applied certain limited procedures which
consisted principally of inquiries of management regarding the
methods of measurement and presentation of the supplementary
information. However, we did not audit this information and
express no cpinion on it.

C opn § Pl

Anchorage, Alaska
September 8, 1990
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Assets:
Investments, at fair value:
Short-term investments
United States Government securities
Comorate bonds, notes and debentures
Domestic equity fund
international equities
Real estate equity funds

Total investments
Loans and mortgages, at cost, net of
dllowance for loan losses of $5,170
in 1990 and $5,417 in 1989
Receivables:
Contributions )
Retirement incentive program
Accrued interest and dividends
Total receivables
Cash and cash equivalents
Total assets

Liability - accrued expenses

Net assets availabie for
benefits

1990

$ 564,959
234,265
539,685
123,496

91,676

1,554,081

82,134

10,065
1,753
17.032
28,850
44,415
1,709,480

3,134

$1,706,346

1989

$ 1,300
639,332
169,248
423,898

98,147

— 88,738

1,420,663

88,235

7,207
2.873

17,465

27,545

— 12,124

1,548,567

2690

$1,545.877

The accompanying notes are an integral part of the financial statements.




Additions:
Investment income:

Net appreciation in tair value of investments

Interest
Dividends
Net realized gains on sales

Total investment income before provision for
losses on loans and mortgages

Provision for losses on loans and mortgages

Net investment income

Contributions:
Employers
Employees
Retirement incentive program:
Employer
Employees

Total contributions
Total additions
Deductions:
Benefits paid:
Retirement
Medical
Total benefits paid

Refunds to terminated empioyees
Administrative expenses

Total deductions
Net increase

Net assets available for benefits:
Beginning of year

End of year

1990

$ 12,129
90,196
20,449
35,720

————.

158,494
247
158,741

———— s,

49,501
33,783

4,169
1,441

————

88,894

247,635

71,134

9,713

80,847

2,896
3,423

87,166
160,469

_1,545877

$1,706,346

1989

$ 65,243
81,294
18,308

26,108

190,954
541
190,413

At

47.348
31,888

79,236

——————

269.649

65,328
8,073

e —————

73.401

2.953
3,993

——————————

80,347
189.302

1,356,575

—— .

$1,545877

The accompanying notes are an integral part of the financial statements.
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Description of State of Alaska Teachers’ Retirement System (Plan):

The following brief description of the Plan is provided for general information purposes only.
Participants should refer to the Plan agreement for more complete information.

General

The Plan is the administrator of a cost-sharing muitiple-empioyer public employee retirement
system established and administered by the State of Alaska (State) to provide pensionbenefits
for teachers and other eligibte participants. Benefit and contribution provisions are established
by State law and may be amended only by the State Legislature. The Planis considered a part
of the State financial reporting entity and is included in the State's financial reports as a pension
trust fund. AtJune 30, 1990, the number of participating local government employers was:

School districts 54

Other 8

Total employers 62
||

Inciugion in the Plan is a condition of empioyment for permanent schoot district, University of
Alaska and State Department of Education employees who meet the eligibility requirements for
participation in the Plan. At June 30, 1989, Plan membership consisted of:

Retirees and beneficiaries currently
receiving benefits and terminated

employees entitled to future benefits 3,606
Current employees:
Vested 4,787
Nonvested 3,740
12,133
I
Continued
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1. Description of State of Alaska Teachers’ Retirement System (Plan), Continued:
Pension Benefits

General employees with eight or more paid-up years of membership credited service are
entitled to annual pension benefits beginning at normal retirement age fifty-five, or early
retirement at age fifty. The normal annual pension benefit is equal to 2% of the employee’s
highest three-year average base salary for each year of service. Minimum benefits for -
empioyees eligible for retirement are $25 per month for each year of credited service.

Married members must receive their benefits in the form of a joint and survivor annuity unless
their spouses consent to another form of benefit.

Major medicai benefits are provided without cost to all employees when they begin receiving
benefits.

Death and Disability Benefits

If an active empioyee, first hired under-the Plan before Juiy 1, 1982, is participating in the
supplementai contribution provision, dies and is survived by either a spouse or dependent
child(ren), a spouse’s pension or a survivor's allowance may be payable. The amount of the
pension or allowance is determined by the employee's base salary.

If an active empioyee who is not participating in or eligible for coverage under the supplemental
contribution provision, dies from occupational or nonoccupational causes, the spouse may
receive a monthly pension from the Plan. When death is due to occupational causes and there
is no surviving spouse, the employee's dependent child(ren) may receive a monthly pension
until they are no longer dependent. The amount of the occupational death pension changes on
the date the employee's normal retirement would have occurred if the employee had lived. The
new benefit is based on the employee's average base salary at the time of his/her death and
the credited service that would have accrued if the employee had lived and continued to work
until normai retirement age. ‘

If an employee with five or more paid-up years of membership service is not eligible for normal
retirement benefits and becomes permanently disabled, the employee is entitled to a monthly
benefit. The annual disabiiity benefit is equal to 50% of the base salary at time of disablement
plus an additional 10% of his/her base salary for each dependent child up to a maximum of four
children.

Continued
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Description of State of Alaska Teachers’ Retirement System (Plan), Continued:
Effect of Plan Termination

Should the Plan terminate at some future time, its net assets generally will not be available on
a pro rata basis to provide participants’ benefits, Whether a particular participant's accumu-
lated Plan benefits will be paid depends on the priority of those benefits at that time. Some
benefits may be fully or partially provided for by the then existing assets while other benefits
may not be provided for at all.

Summary of Significant Accounting Policies:

Basis of Accounting

The Plan’s financial statements are prepared using the accrual basis of accounting.
Valuation of Investments

Investments, other thah real estate equity funds and loans and mortgages, are carriec_;* atmarket
value to reflect the asset values of the Plan as determined by the last quoted sales price at June
30, 1990 and 1989.

Real estate equity funds are stated at estimated market vaiue as determined by the indepenq-
ent management of the investment accounts. These investments do not have a readily
available market and generally represent long-term investments.

Loans and mortgages are serviced by the institution from which the loan is purchased. The
policy of the Plan is to hold these investments until maturity and, accordingly, the mves_tments
are stated at cost, less an allowance for estimated loan losses. Loans and mortgages include
approximately $10,940,300 and $11,240,000 for 1990 and 1989, respectively, of other real

estate owned. Other real estate owned represents properties on which the Plan has foreclosed
and is holding with the intent to resell.

Continued
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2. Summary of Significant Accounting Policies, Continued:
Valuation of Investments, Continued

The investment activity of all common stocks was consolidated October 1, 1987 with the
common stocks of other State funds to form a domestic equity fund. The activity from October
1, 1987 and the June 30, 1990 and 1989 balances of this domestic equity fund are accounted
for on a unit-accounting basis. All income and realized and unrealized gains are allocated
monthly to each participating fund on a pro rata ownership basis. Ailincome earnedis included
in dividend income. AtJune 30, 1990 and 1989, the Plan’s investment in the domestic equity
fund is comprised of the foliowing ($000) :

1990 1989

Domestic equities $ 501,414 $ 375,119
Interest and dividends receivable 1,504 1,204
Cash and cash equivalents 36,767 47,575
Total $ 539,685 $ 423,898
' TETEE— EEE—

International equities at June 30, 1990 and 1989 are comprised of the following ($000):

Foreign equities $ 117,153 $ 89,462
Cash and cash equivalents 6,343 8,685
$ 123,496 $ 98,147
R ]

Cash and cash equivalents at June 30, 1990 and 1989 are comprised of the following:

Interest bearing deposits $ 782 $ 524
Investment maturities in transit 32,000

Repurchase agreements 11,633 11,600

$ 44415 $ 12,124

A R

State of Alaska treasury investment policy requires that securities underlying repurchase
agreements must have a minimum market value of 102% of the cost of the repurchase
agreement.

Continued
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Summary of Significant Accounting Policies, Continued:
Valuation of Investments, Continued

The Commissioner of Revenue has the statutory authority to investthe monies of the Plan. This
authority is delegated to investment officers of the Treasury Division of the Department of
Revenue. Alaska Statute provides for the investment in United States Treasury or agency
securities; corporate debt securities; preferred and common stock; commerciai paper; secu-
rities of foreign governments, agencies and corporations; foreign time deposits; goid bullion;
futures contracts for the purpose of hedging; real estate investment trusts; deposits within
Alaska savings and loans and mutual savings banks; deposits with state and national banks
in Alaska; guaranteed loans; notes collateralized by mortgages; certificates of deposit and
banker's acceptances.

To provide an indication of the level of credit risk assumed by the Plan at June 30, 1990, the
Plan's deposits and investments are categorized as follows:

Deposits

Category 1 - Insured or collateralized with securities held by the State or its custodian in
the State’s name.

Category 2 - Collateralized with securities held by the pledging financial institution's trust
department or custodian in the State’'s name.

Category 3 - Uncollateralized.
Investments

Category 1 - insured or registered for which the securities are held by the State or its
custodian in the State’ s name.

Category 2 - Uninsured and unregistered investments for which the securities are held
by the broker’s or dealer’s trust department or agent in the State's name.

Category 3 - Uninsured and unregistered investments for which the securities are held
by the broker's or dealer’s trust department or agent but not in the State’ s name.

Continued
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2. Summary of Significant Accounting Poiicies, Continued:
Valuation of Investments, Continued
investments, Continued

Market Value
Category ($000) {Carrying
#1 #2 #3 Value)
Deposits - cash $44.415 $44.415
Investments:
United State Government securities 564,959 564,959
Corporate honds, notes,
and debentures 234,265 234,265
Domestic equity fund 539,685 539,685
International equities $123,496 123,496
Real estate equity funds 91,676 91,676
$1,475,000 $123,496  3$-0- $1,598,496

During 1990 and 1989, the Plan’s investments (including investments bought, sold, as weli as
held during the year) appreciated (depreciated) in value as foliows (3000} :

1990

United States Government securities $ (16,266)
Corporate bonds, notes and debentures (5,118)
Domestic equity fund 28,534
International equities 5,598
Real estate equity funds (619)
$ 12,129

]

1989

$ 29,544

11,272
19,789
1,566

3,072

$ 65243

The cost, market and carrying value of the Plan’s investments as of June 30, 1990 and 1989

are as follows:

Continued
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Summary of Significant Accounting Policies, Continued:

Valuation of Investments, Continued

United States Government securities

Corporate bonds, notes and debentures

Domestic equity fund

International equities

Real estate equity funds

Loans and mortgages, net of allowance
for loan losses of $5,170

Short-term investments

United States Government securities

Corporate bonds, notes and debentures

Domestic equity fund

International equities

Real estate equity funds

Loans and mortgages, net of allowance
for loan losses of $5,417

1890

Carrying

Cost Market Value
$ 524,489 $ 564,959 $ 564,959
230,631 234,265 234,265
479,245 539,685 539,685
113,797 123,496 123,496
82,897 N .,B76 91,676
82,134 85,140 82,134
$1,513,193  $1,639,221 $1,6836,215
A I L]

1989

Carrying

Cost Market Vaiue
$ 1,300 $ 1300 $ 1300
582,596 639,332 639,332
160,496 169,248 169,248
391,992 423,898 423,898
94,046 98,147 98,147
79,340 88,738 88,738
88,235 93,826 88,235
$1,398,005 $1,514,489 $1,508,898
L] T I

Continued
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Summary of Significant Accounting Policies, Continued:
Contributions Receivable

Contributions from employees and employers for service through June 30 are accrued. These
contributions are considered fuily collectible and, accordingly, no allowance for uncollectible
receivables is reflected in the financial statements.

Accrued Interest and Dividends

Accrued interest and dividends represent amounts earned but not yet received as of June 30.
These amounts are considered fully collectible and, accordingly, no allowance for uncollectible
receivables is reflected in the financial statements. Accrued interest on loans and mortgages
is not recorded until received.

Reclassifications

Certain items in the 1989 financial statements have been reclassified to conform to the 1990
presentation.

Funding Status and Progress:

The amount shown below as “pension benefit obligation”, which is the actuarial present value
of credited projected benefits, is a standardized disclosure measure of the present value of
pension benefits, adjusted for the effects of projected salary increases, estimated to be payable
in the future as a result of employee service to date. This measure is intended to help users
assess the Plan's funding status on a going-concern basis, assess progress made in
accumulating sufficient assets to pay benefits when due, and make comparisons amongplans.
The measure is independent of the actuarial funding method used to determine contributions
to the Plan, discussed in Note 4 below.

Continued
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Funding Status and Progress, Continued:

The pension berefit obiigation is determined by William M. Mercer, Incorporated and is that
amount that resuits from applying actuarial assumptions to adjust the accumulated benefits to
reflect the time value of money (through discounts for interest) and the probability of payment
{(by means of decrements such as for death, disability, withdrawal, or retirement} between the
valuation date and the expected date of payment. The significant actuarial assumptions used
in the valuations as of June 30, 1989 are as follows:

a.

Actuarial cost method - projected unitcredit, unfunded accrued benefit liability amortized
over twenty-five years, funding surplus amortized over five years.

Mortality basis - 1984 Unisex Pension Mortality Table set back one and one-half years.
Retirement age - retirement rates based on actual experience.

Interest rate - 9% per annum, compounded annually, net of investment expenses.
Health cost inflation - 9% per annum.

Salary scale - increase of 6.5% for the first five years of employment and 5.5% per year
thereafter.

Cost of living allowance {domicile in Alaska) - 54% of those receiving benefits will be
eligible to receive the cost of living atiowance.

Contribution refunds - 100% of those terminating after age thirty-five with eight or more
years of service will leave their contributions and thereby retain their deferred vested
benefit. All others who terminate are assumed to have their contributions refunded.

Asset valuation - five-year average ratio between market and book values of the Plan's

assets except that fixed income investments are carried at book value. Valuation assets
cannot be outside of the range of book and actuarial values.

Continued
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3. Funding Status and Progress, Continued:

Turnover and disability assumptions are based upon actual historical occurrence rates of the
Plan. The foregoing actuarial assumptions are based on the presumption that the Plan will
continue. Were the Plan to terminate, different actuarial assumptions and other factors might
be applicabie in determining the actuarial present value of accumulated benefits.

At June 30, 1989, the assets in excess of pension benefit obligation were $11.7 million, as
follows ($ in millions) :

Net assets available for benefits as of June 30, 1989,
at market, as more fully described in Note 2 $ 15459

Pension benefit obligation: '
Retirees and beneficiaries currently receiving benefits and
terminated empioyees not yet receiving benefits 779.3
Current employees:
Accumulated employee contributions including

allocated investment income 253.4
Employer-financed vested 436.4

- Employer-financed nonvested 88.5

~ Total pension benefit obligation as of June 30, 1989 1,557.6
Unfunded pension benefit obligation as of June 30, 1989 $ 1.7
R

4. Contributions:
Employees’ Contributions

Empioyees contribute 7% of their base salary as required by statute. Qualified members may
make an additional contribution of 1% of their salary under the supplemental contribution
provision. Contributions are collected by empioyers and remitted to the Plan. Present
employees’ accumulated contributions at June 30, 1990 were $248,529,000. Employees’
contributions earn interest at the rate of 4.5% per annum, compounded annually.

Continued
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Contributions, Continued:
Employers’ Contributions

The Plan’s funding policy provides for periodic employer contributions at actuarially determined
rates that, expressed as percentages of annual covered payroll, are sufficient to accumulate
sufficient assets to pay benefits when due. Employer contribution rates are level percentages
of payroll and are determined using the projected unit credit actuariai funding method. The Plan
also uses the level percentage of payroil method to amortize the unfunded liability over a
twenty-five year period. Funding surpluses are amortized over five years.

Contributions made in accordance with actuarially determined contribution requirements
determined through actuarial vaiuations consist of the following ($000} :

1990 1989
Percentage Percentage
of Coverage of Coverage
Contributions Payroll Contributons Payroll
($000) ($000)
Employers $ 49,501 1% $ 47,348 12%
Employees 33,783 7 : 31,888 7
$ 83,284 18% $ 79,236 19%
| L] I ]
1990 1989
Normal cost $75,031 $71,384
Amortization of unfunded actuarial
accrued liability 8,253 7.852
$83,284 $79,236
R ]
Continued
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4. Contributions, Continued:
Employers’ Contributions, Continued

Actuarial valuations for 1990 and 1989 were performed as of June 30, 1989 and 1988,
respectively.

Significant actuarial assumptions used to compute contribution requirements are the same as
those used to compute the standardized measure of the pension obligation discussed in
Note 3.

5. Retirement Incentive Program:

Legislation passed in May 1986 established a retirement incentive program designed to
encourage eligible employees to voluntarily retire in order to reduce personal services Costs.
The program was available to eligible University of Alaska employees from October 1, 1986 to
September 30, 1987, and all other employees until June 30, 1987.

Legislation was passed in June 1989 and amended effective April 1, 1990 establishing a
second retirement incentive program. The second program was available to state employees
from September 30, 1989 through March 31, 1990, and all other employees from June 30, 1982
through December 31, 1989.

The retirement incentive program receivable represents the reimbursement due from employ-
ers participating in the programs and is due in minimum egual annual installments so that the
entire balance is paid within three years after the end of the fiscal year in which employees
retired. The amount of reimbursement is the actuarial equivalent of the difference between the
benefits the employee receives after the addition of the retirement incentive under the program
and the amount the employee would have received without the incentive, less any amount the
employee was indebted as a resuit of retiring under the program. Empioyees were indebted
to the Plan 21% of their annual compensation for the school year in which they terminated
employment to participate in the programs. Any outstanding indebtedness at the time an
employee was appointed to retirement resulted in an actuarial adjustment of his/her benefit.

The effect of the 1986 retirement incentive program on the pension benefit obligation was fully
accounted for in the June 30, 1988 actuarial valuation. The effect of the 1983 program on the
pension benefit obligation will be accounted for in the June 30, 1990 and 1991 actuarial
vailuations as the eligible employees actually retire.
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Ten-year Historical Trend Information:

Ten-year historical trend information (where available} designed to provide information abogt
the Plan's progress made in accumuiating sufficient assets to pay benefits when due is
presented on the accompanying supplemental schedules of analysis of funding progress and
revenues by source and expenses by type.

Contingent Liabilities:

The Alaska Public Employees’ Retirement System (PERS) was a party to an action contest_ing
application of the early retirement factors adopted by PERS in the calculation of the pension
benefit obligation. The Alaska Supreme Court ruled In 1987 that the PERS application of the
early retirement factors was incorrect. While the suit was not directed at the Alaska Teache_rs'
Retirement System (TRS), its outcome indirectly affected the TRS application of actuarial
retirementfactors. The effectof the suit on the pension benefit obligation or the amount payabie
to retirees as a resuit of not using more favorable actuarial retirement factors has not been
determined and, in the opinion of the TRS actuary and officials of the Division of Retirement and
Benefits, will not significantly affect the Plan’s financial status.

Subsequent Event:
During the two month period ended August 31, 1990, the market vaiue of the domestic equity

fund declined approximately 10% and the market value of internationat equities declined ap-
proximately 6%.
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Unfunded

{Assets in
Excess of)
. Pension
Unfunded Benefit
(Assets in Obligation
Excess of) as of
Pension Pension Annual Percentage
Year Ended Net Assets Benetit Percentage Benefit Covered of Covered
June 30, Available Obligation Funded Obligation Payroli Payroll
1985 $ 868,333 $1,042,551 83.1% $176,218 $358,110 49.2%
1986 1,141,650 1,115,773 102.3 (25.877) 392,136 (B.6)
1987 1,303,464 1,210,909 107.6 (92,555) 348,606 (26.8)
1988 1,356,575 1,347,859 100.6 8,716 361,310 2.4
1989 1,545,877 1,557,643 992 11,766 431,445 2.7

Analysis of the dollar amounts of net assets available for benefits, pension benefit obligation, and
unfunded pension benefit obligation in isolation can be misleading. Expressing the net assets
available for benefits as a percentage of the pension benefit obligation provides one indication of the
Plan's funding status on a going-concern basis. Analysis of this percentage over time indicates
whether the plan is becoming financially stronger or weaker. Generally, the greater this percentage,
the stronger the plan. Trends in unfunded pension benefit obligation and annual covered payroil are
both affected by inflation. Expressing the unfunded pension benefit obligation as a percentage of
annual covered payroil approximately adjusts for the effects of inflation and alds analysis ofthe Plan’s
progress made in accumulating sufficient assets to pay benefits when due. Generally, the smaller
this percentage, the stronger the plan.

See notes to financial statements.
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Year Ended Employee
June 30, Contributions Contributions

1980
1981
1982
1983
1984
1985
1988
1987
1988
1989

1980
1981
1982
1983
1984
1985
1986
1987
1988
1989

$16,651
18.853
21,735
24,546
27,257
29,176
32,039
34,159
33,104
31,888

Employer

Contribution
Revenues By Sources as of
Unrealized Percentage
Appreciation of Annual
Empioyer Investment (Depreciation) Covered
Income In MarketValue Total Payroil
$31,243 $32,274 $ (6,494) $73.674 14.4%
37,654 39,804 {19,017) 77.294 16.2
50,857 31,574 (6,701) 97.465 18.7
54,718 62,846 36,218 178,328 18.6
63.316 61,559 (48,194) 103,938 19.4
68.826 74,171 - 78,418 250,591 19.2
63,276 119,173 103,643 324,131 17.7
58,177 143,692 (15,677) 220,351 16.7
69,363 100,239 (75,566) 127,140 19.2
47,348 125,170 65,243 269.649 11.0
Expenses By Type
‘ Refunds to
Retirement Medical Terminated Administrative
Benefits Benefits Enployees Expenses Total
$15,548 $914 $3.088 $ 853 $20,403
18,414 1.590 3172 1,178 24,354
21,198 1,683 2,974 1.333 27.188
24,053 2,307 2,509 1,606 30,475
27,792 3,257 3,004 1,605 35,748
33,360 4,393 3126 2,951 43,830
38,476 4,424 3.311 2,603 48,814
46,183 4613 4,239 3.502 58,537
60,939 5,040 3.798 4252 74.029
65,328 8,073 2,953 3.983 80.347

Contributions were made in accordance with actuarially determined contribution requirements.

See notes to financial statements.
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 STATE OF ALASKA.
TEACHERS' RETIREMENT SYSTE

NOTES TO REQUIRED SUPPLEMENTARY INFORMATION

; '(Uqa:qdited) .

All significant accounting policies, benefit provisions and actuartai assumptions are the same for the
required supplementary information and the financiai statements except as follows:

The Plan’s actuarial funding method for the years ended June 30, 1978 through June
30, 1984 was attained age normal. Effective July 1, 1984, the Plan adopted the
projected unit credit actuarial funding method.

Effective July 1, 1980, the Plan adopted new actuarial assumptions. The assumed
rate of interest was increased from 6% to 8% per year. The salary scale assumption
was changed from 6% per year until age thirty-nine and 5% per year thereafter to 8%
for the firstfive years of employment and 7% thereafter. Health care costinflationwas
set at 8%. Turnover and disability assumptions were revised based upon actual
experience In 1980 through 1981.

Effective July 1, 1986, the Plan adopted new actuarial assumptions. Actuarial
funding surpiuses are amortized over five years rather than twenty-five years. The .
assumed rate of interest was increased from 8% to 9% per year. The salary scale
assumption was lowered to 6.5% per year for the first five years of employment and
5.5% per year thereafter, down from 8% and 7%, respectively. Health care cost
inflation was increased to 9% rather than 8%. Turnover and disability assumptions
were revised based on actual experience in 1981 through 1985.

The amortization period for the unfunded accrued benefit liability was changed from
forty years to thirty years effective July 1, 1978 and from thirty years to twenty-five
years effective July 1, 1981.
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HIGHLIGHTS

This report has been prepared by William M. Mercer Meidinger Hansen,
Incorporated to:

(1) present the results of a valuation of the Alaska Teachers’
Retirement System as of June 30, 1989;

(2) review experience under the plan for the year ended June 30,
1989;

(3} detarmine the appropriate contribution rate for the State and
each school district in the System;

(4} provide reporting and disclosure information for financial
stataments, qovernmental agencies, and other interested
parties. .

Tha report is divided into two sections. Section 1 contains the
- rasults of the valuation. [t includes the experience of the plan
during the 1988-89 plan year, the current annual costs, and reporting
and disclosure information.

Section 2 describes the basis of the valuation. [t summarizes the plan
provisions, provides information relating to the plan participants, and
describes the funding methods and actuarial assumptions used in
determining liabilities and costs.

The principlie results are as follows:

Funding Status as of June 30: 1588 1989
{a) Valuation Assats* $1,331,905 $1,480,389
{b) Accrued Liahility* 1,347,859 1,557,643
{c) Funding Ratio,
(a) / (b) 98.8% 95.0%
120.0%
110.0X |

funding Ratio

70.0%

50.0%

30.9%

1985 1986 1987 1388 1989

* In thousands.
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William M. Mercer, Incorporated

Employer Contribution Rates
for Fiscal Year

(a) Normal Cost Rate
(b) ~ Past Service Rate
{c) Total Contribution Rate

(d) Three-year Average Rate

1991 1992
11.86% 13.26%
A1% 1.90%
12.27% 15.16%
10.54% - 11.87%

In preparing this valuation, we have employed generally accepted
actuarial methods and assumptions, in comjunction with empioyee data
provided to us by the plan sponsor and financial information provided
by the audited report from Coopers & Lybrand, to determine a sound
value for the plan liabilities. We believe that this value, and the
method suggested for funding it, are in full compliance with the
Governmental Accounting Standards Board, the Internal Revenue Code, and

all applicable regqulations.

Respectfully submitted,

Gl

Brian R. McGee, F5A
Principal

BRM/PLG/Js

April 26, 1930

Peter L. Godfrey, FIA, ASA, EA
Consulting Actuary
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ANALYSIS OF THE VALUATION

As can be seen from the Highlights section of this report, the funding ratio as of June 30, 1989 has
decreased from 98.8% last year to 95.0%, a 3.8% reduction. The employer contribution rate has
increased from 12.27% of payroli to 15.16%, an increase of 2.89%. The reasons for the change in
the funded status and contribution rate are explained below.

1.

Retiree Medical Insurance

During the year ended June 30, 1989, the System sustained an actuarial loss of $75,955,000
due to the continuing large increases in retiree medical premiums.

For many years, we have commented on the substantial increases in retiree medical insurance
premiums. The following table summarizes the monthly premium, per benefit recipient, since
retiree medical became a benefit of the TRS. '

£ .- Monthly Premium- . - Annual.. - : . Average Annual.
- Fiscal . PerRetireer - - Percentage Increase
oo Year . ForHealth Coverage . Increase . - Since 1978
1977 $34.75 - --
1978 57.64 66% --
1979 €9.10 20% 20%
1980 64.70 - 6% 6%
1981 96.34 49% ' 19%
1982 96.34 0% 14%
1983 1156.61 20% 15%
1984 156.07 35% 18%
1985 191.85 24% 19%
1986 168.25 -12% 14%
1987 165.00 - 2% 12%
1988 140.25 -15% 9%
1989 211,22 51% 13%
1990 252.83 20% 13%
1991 243.98 -4% 12%

As you can see from the above tabie, the monthly retiree medical premium increased to $252.83
during the year from $211.22, an increase of 20%. The premium for the 1991 fiscal year
decreased to $243.98, making the average annual increase over the two-year period approxi-
mately 7.5%. However, we need to examine the pre- and post-65 rates to understand the full
impact of the loss from retiree medical costs.

The State has seen a dramatic shift to post-65 rates. While the pre-65 premium rate increased
24%, the post-65 rate increased 65% over last year. This, combined with more retirees e_md
higher average ages, caused an overall 44% increase in the liabilities associated with medical
benefits.

The effect on the employer contribution rate of this increase in retiree medical premiums has
been an increase of 3.06% of payroll.
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2. Investment Performance

The System enjoyed significant actuarial gains from the investment performance of the Trust
funds during the year. The rate of return based upon market values was 14.04% and the return
based on valuation assets (a five-year smoothing of actuarial values) was 11.26%. As the
assumed rate of return was 9%, the resulting actuarial gain was $31,073,000 which had the
effect of reducing the employer contribution rate by 0.76% of payroll.

3. Saiary Increases

Once again, salary increases during the year were less than anticipated in the valuation
assumptions. Salary experience resulted in an actuarial gain of $18,146,000 which generated
a reduction in the employer contribution rate of 0.45% of payroil.

4. Employee Data

Section 2.2 provides statistics on active and inactive participants. The number of active
participants increased from 8,218 at June 30, 1988 to 8,527 at June 30, 1989. Furthermore,
the average age of active participants increased from 41.34 to 41.82 and average credited
service increased from 10.46 to 10.61.

The number of retirees and beneficiaries also increased from 2,972 to 3,098 and their average
age increased from 61.41 to 61.85. There was a large increase in the number of vested
terminated participants from 408 to 508. Their average age aiso increased significantly from
44.26 to 45.11,

Legislation passed in June, 1989 established a second Retirement incentive Program (R.1.P.}
which will be available to participants from July 1, 1989to December 31, 1989. Thus, the R.1.P.
had no new effect on the results of this valuation.

The overall effect of these participant data changes was an actuarial loss of $26,501,000
resuiting in an increase in the employer contribution rate of 0.65% of payroll.

5. Contribution Rates

Following the adoption of a three-year average contribution rate last year, we have developed
the average rate applicable to the 1992 fiscal year. As shown in the Highiights section of this
report, this rate is 11.87% of TRS payroll. Section 1.3(b) shows the effect of adopting the three-
year average rate compared with the calculated rate for each of the last five years.

Asset Smoothing

In the past, the valuation of assets has been based on a three-year average ratio of book and actuarial
values. This creates a smoothing of the investment gains and losses. Based on discussions with the
Departmentof Revenue, the equity portion of the assets is growing, which further exposes the System
to fluctuations in market returns. In response to this, we analyzed several asset smoothing
techniques to determine the one most suitabie to the System. Based on this analysis, we have
extended the average ratio to five years. Due to a constraint that the valuation assets be within the
range of book and actuarial values, this change does not affect valuation assets this year. Over time,
we expect this will reduce wide swings in the contribution rates due to market volatility.
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Summary

The following table summarizes the sources of change in the employer contribution rate:

(1} Last year's employer contribution rate ......c.c.ccoesvvcmemnnnnen 12.27%
(2} Increase due to retiree medical INSUTANCE ...coeevvviiverniiicennien, 3.06%
(3) Decrease due to investment performance ... (0.76%)
{4) Decrease due to salary iNCreases .....cccvveerrrersrsernnneincsnesenns (0.45%)
(5) Increase due to demographic experience ..........cocvvvverrcneennne 0.65%
{(6) Impact of ail other fACtOrs .....cccv et _0.39%
{7) Employer contribution rate this year .........coeeceriiniiniciiennnae 15.16%

Insummary, the total actuarial loss during the year was $67,567,000. This may be expressed as an
actuarial loss from retiree health insurance experience of $75,955,000 and an actuarial gain from all
other sources, including those described above, of $8,388,000. Despite this overall loss during the
year, the System remains well funded at 95% of accrued liabilities.
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4)

Effective Date
June 30, 1955, as amended through June 30, 1989.

Administration of Plan

The Commissioner of Administration is responsible for administration of the System; the
Alaska Teachers' Retirement Board adopts rules and reguiations to carry out provisions of the
Act; and the Commissioner of Revenue invests the funds. The Attorney General is the attorney
for the System and represents it in legal proceedings.

Membership
Membership in the Alaska TRS is compulsory for the following employees:

e  certificated fuil-time and part-ime elementary and secondary teachers, ce_rt_ificated
school nurses, and certificated employees in positions requiring teaching certificates;

e the Commissioner of the Alaska Department of Education and certificated s:.xpervisors
employed by the Department of Education in permanent positions requiring teaching cer-
tificates;

® University of Alaska full-time and part-time teachers, and full-time administrative‘employ-
ees in positions requiring academic standing if approved by the TRS administrator
(employees who elect to participate in the University of Alaska's retirement program are
excluded);

e  certain fulltime or part-time teachers of Alaska Native language or culture who have
elected to be covered under the TRS;

e  members on approved sabbatical leave under AS 14.20.310; and
®  certain State legislators who have elected to be covered under the TRS.

TRS members who receive TRS disability benefits are also covered under the TRS and earn
membership service whiie they are on disability.

Credited Service

A year of membership service is defined to be the same as a school term which is currently a
mirimum of 172 days, and fracticnal service credit is on a daily rate basis. Creditis granted
for ail Alaskan public school service. Credit is granted for accrued, unused sick leave as
reflected by the records of the last employer once a member has been on retirement an equal
amount of time, meets eligibility requirements and has completed an appiication for the credit.

124




(5)

(6)

7

Contributions by Teachers

Effective July 1, 1970, each teacher shall contribute 7% of base salary earned from July 1 to
the following June 30.

Voluntary Supplemental Contributions

If a teacher who first joined the system before July 1, 1982 wishes to make his or her spouse
or minor children eligible for a spouse's pension and/or survivor's allowance, the teacher may
elect to make supplemental contributions of an additional 1% of base salary commencing not
later than 90 days after marriage, or the birth or adoption of a child, or upon re-entry into the
system provided there was at least a twelve (12) month break in service. '

Service That May Be Claimed.

TRS members may claim TRS credit for the following service:

Outside teaching service. Members may claim up to ten years of outside.service 'for
their employment in out-of-state schools or Alaska private schools. Outside service
includes employment as:

(1) certificated full-time elementary and secondary teachers and certificated full-time
employees in positions which require teaching certificates as a condition of em-
ployment with out-of-state public schoois and approved or accredited nonpublic
schoals either inside or outside of the United States supported by U.S. funds;

(2) full-time employees in out-of-state institutions of higher learning requiring aca-
demic standing and accreditation; or

{3) fﬁll-time teachers in approved or accredited nonpublic institutions of higher
learning in Alaska.

Contributions are required for service which is claimed. For teachers firs} hire~d
after June 30, 1978, the full actuarial cost of providing benefits for the service will
be borne by the teacher. Credit for fractional years of outside serviceis not allowed.

Military service. Members may claim up to five years of military service; however. the
combined total of outside and military service may notexceed ten years, unless entry into
the military is immediately preceded by TRS service and following discharge is continued
by TRS service within one year. Contributions are required for service which is claimed.
Credit for fractional years of military service is allowed.

Bureau of Indian Affairs (BIA) service in Alaska. Members may claim their Alaska BIA
service as professional educators and certificated full-time teachers in positions requir-
ing teaching certificates. Contributions are required for service which is claimed. Credit
for fractionai years of BIA service is allowed.
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(9)

(10)

(11)

(12)

® Retroactive service. Members may claim their earlier Alaskan service that was not
creditable at the time it occurred but later became creditable because of iegislative
change. Retroactive contributions are required for earlier service; however, contribu-
tions are not required for service that was rendered before July 1, 1955.

® Unused sick leave. Members may claim their unused sick ieave after they retire.
Contributions are not required.

® Leaveof absence without pay. Members may claim their empioyer-approved leave of
absence without pay. Contributions are required.

Employers’ and State’s Contributions

The employer contributes an amount required, in addition to member contributions, to finance
the benefits of the System.

Rate of Interest

The amountdeposited inamember account will be credited with interest at the rate established
for a school year at the end of such school year. Effective June 30, 1974, the interest rate was
increased o 4-1/2%.

Withdrawal of Mandatory Contributions

If a member terminates TRS employment, the balance of the member's contribution account
{mandatory contributions, indebtedness payments and interest earned on the account) may be
withdrawn by the member or may be attached to satisty claims made under Alaska Statute
09.38.065.

Reinstatement of Contributions

If mandatory contributions are withdrawn, the member mustreturn to TRS em ploymentin order
to reinstate the refunded service. Upon reemployment, the member will be indebted to the TBS
fund for the amount of the refund. Mandatory contributions that are attacheq to satisfy gianms
under Alaska Statute 09.38.065 may be reinstated at any time; the member is r_tot_ required to
return to TRS employment. The indebtedness will accrue interest until it is paid in full or the
member retires, whichever occurs first. :
Normal Retirement Eligibility
Meeting the requirement of either (a) or (b) below:
(@) Upon attaining age 55 and meeting one of the following service requirements:
(1}  Eight years of fuily-paid membership service, or
(2) 15 years of fully-paid creditable service, the last five of which have been member-
ship service; (if hired after June 30, 1975 a new member needs eight years of fully-
paid membership service); or

(3) Five years of fully-paid membership service and three years of fully-paid Alaska
B.ILA. service;

or;
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(13)

(14)

(15)

(16)

(b) At any age after meeting one of the following service requirements:

(1} 25 years of fully-paid creditable service, the last five of which are membership
service; or

(2) 20 years of fully-paid membership service; or

(3) 20 years of fully-paid combined membership service and Alaska B.L.A. service, the
last five of which are membership service.

(4) 20 part-time years of fully-paid membership service (at least one-half year each).

A retired teacher who has been receiving a disability retirement benefit shall be eligible
for a service retirement benefit upon satisfying normal retirement eligibility.

Early Retirement Eligibility

Upon attaining age 50 and meeting one of the following service requirements:

(1) Eight years of fully-paid membership service, or

(2) 15 years of fully-paid creditabie service, the last five of which have been membership
service; (after June 30, 1975 a new member needs eight years of fully-paid membership

service); or

(3) Five years of fully-paid membership service and three years of fuily-paid Alaska B.LA.
service.

Computation of Average Base Salary

A teacher's average base salary is determined by averaging the teacher's highest base salary
which the teacher received for any three years of membership service during which the teacher
received compensation for at least two-thirds of each school year.

Normal Retirement Benefit

The normai retirement benefitis 2% of the teacher’'s Average Base Satary mulitiplied by the total
number of years of creditabie service, subject to a minimum benefit of $25 per month for each
year of creditable service.

Early Retirement Benefit

A teacher who meets the service requirements for normal retirement, but not the age
requirements, may elect to have reduced payments commence as early as age 50. The

reduced Early Retirement Benefit is equal to the actuarial equivalent of the normal retirement
benefit.
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(18)

(19)

(20)

(21)

(22)

Indebtedness Owing At Retirement

it on the date of appointment to retirement, a teacher has not paid the full amount of his
indebtedness including interest to the Retirement Fund, the retirement benefit will be reduced
for life by an amount equal to the actuarial equivalent of the outstanding indebtedness at the
time of retirement.

Re-employment of a Retired Teacher

If a retired teacher is reemployed in a position covered under the System, the retirement benefit
will be suspended during the period of reemployment.

During such period of reemployment, retirement contributions are mandatory.
Disability Retirement Benefits

Adisability retirementbenefit may be paid if a teacher has become permanently disabled before
55 and has at least five years of fully-paid membership service.

The benefit will be equal to 50% of the disabled teacher's base salary immediately prior to
becoming disabled. This benefit will be increased by 10% of the teacher's base safary for each
minor child up to a maximum of 40%.

When the disabled teacher becomes eligible for normal retirement, the disability benefit will
automatically terminate. A normal retirement benefit will be computed as if the teache( had
been in membership service during the period of disability, and a service retirement will be
granted.

Cost-of-Living Ailowance

An eligible retired teacher who remains in Alaska is entitled to receive an additional cost-of-
living allowance equal to 10% of the base retirement benefit.

Post-Retirement Pension Adjustment

When the administrator determines that the cost of living has increased and that the financial
condition of the retirement fund permits, all retirement benefits may be increased. The amount
ofthe increase shall be not more than the lesser of 4% compounded for each year of retirement,
or the cost-of-living increase since the date of retirement, reduced by prior Post-Retirement
Pension Adjustments.

Non-Occupational and Occupational Death Benefit

Upon a non-occupational death of a member who has made no supplementai contributions or
who made supplemental contributions for less than one year and has completed less than cne
year of membership service, a lump-sum benefit shall be paid to the designated beneficiary.
The lump-sum benefit is the teacher's accumulated member contribution account. If the
teacher is in active service at the time of death after completing at least one year of membership
service but before becoming a vested member, an additional death benefit equai to $1,000 plus
$100 for each year of membership service (the totai not to exceed $3,000), plus $500 if the
teacher is survived by one or more minor children is aiso payable.
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Upon a nonoccupational death of a vested member or deferred vested member who has not
made the required suppiemental contributions, the surviving spouse may elect to receive the
benefits described in the previous paragraph or a 50% joint and survivor option based on the
member's average base salary and credited service to the date of death.

Upon an occupational death of a member who has not made the required supplemental
contributions, a monthly survivor's pension equal to 40% of the base salary at the time of death
or disability, if earlier, may be payabie. At the member's Normai Retirement Date, the benefit
converts to a Normal Retirement benefit based on the member's average base salary atdate
of disabiiity or death and credited service, including period from date of disability or death to
Normal Retirement Date.

If the teacher has received a retirement benefit prior 10 his death, payment shall be his
accumulated contributions, pius interest, minus all benefits paid. However, if the teacher
elected one of the joint and survivor options (50%, 66-2/3% or 75%} at retirement, an eligible
spouse would receive a continuing monthly benefit for the rest of his or her life.

Survivar's Allowance

if a teacher has made supplemental contributions for at least one year and dies while in
membership service, or while receiving a disability benefit, or if a teacher has made supple-
mental contributions for at least five years and dies while on retirement or in deferred
retirement status, and is survived by one or more minor children, his surviving spouse and/
or minor children are entitled to the survivor's allowance. The amount of the benefit is 35%
ofthe teacher’s base salary immediately prior to his death or becoming disabled for his spouse
and 10% for each minor child up to a maximum of 40%. The survivor's allowance commences
the month following the member’s death. When there is no longer an eligible minor child, this
allowance ceases and a Spouse's Pension becomes payable.

Spouse’s Pensiaon

If a teacher has made supplemental contributions for at least one year and dies while in
membership service, or while receiving a disabiiity benefit, or if a teacher has made supple-
mental contributions for at least five years and dies while on retirement or in deferred
retirement status, the surviving spouse is entitied to receive the Spouse’s Pension. The
amount of the benefit is 50% of the service retirement benefit that the deceased teacher was
receiving or wouid have received. The Spouse’s Pension commences the month following
the member’'s death or cessation of the survivor's allowance. The payment ceases whenthe
spouse dies.
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Active Members

Number

Number Vested

Average Age

Average Credited Service

1
2
3
4
5) Average Annual Salary

Retirees and Beneficiaries

(1) Number
{2) Average Age
(3) Average Monthly Benefit
Base
C.O.LA.
P.R.P.A.
Total

Vested Terminations
(1} Number

(2) Average Age
(3) Average Monthly Benefit

8,684
N/A
40.04
8.54
$41,238

2,022
62.75

$1,176
$ 79
$ 279
$ 1,534

335
45.49
$ 850

8,824
4,233
40.48
9.81
$44,440

2,098
63.18

$ 1,205
$ 79
$ 258
$ 1,542

481
47.74
$1,178

Non-Vested Terminations With Account Baiances

{1} Number

(2) Average Account Balance

1,093
$ 6,649

869
$ 8,356

7.797
4,196
41.09
10.45
$44.710

2,376
62.83

$ 1,304
$ 87
$ 268
$ 1,659

777
47.92
$ 1,391

1,529
$ 9,421

8,218
4,053
41.34
10.46
$43,966

2,972
61.41

$ 1,460
$ 102
$ 208
$1.770

408
44.26
$ 847

938
$9.773

8,527
4,787
41.82
10.61
$44,596

3,098
61.85

$ 1,476
$ 102
$ 234
$1.812

508
45.11
$ 957

943
$9,765

Note that any differences between the numbers shown above and those shown in TRS financial

statements reflect data changes following publication of the financial statements.

130




Service Retirements

Number, Prior Year

Net Change During Year
Number, This Year
Average Age At Retirement
Average Age Now

Average Monthly Benefit

Surviving Spouse’s Benefits

Number, Prior Year

Net Change During Year
Number, This Year
Average Age At Retirement
Average Age Now

Average Monthly Benefit

Survivor’s Benefits

Number, Prior Year

Net Change During Year
Number, This Year
Average Age At Retirement
Average Age Now

Average Monthly Benefit

Disabilities

Number, Prior Year

Net Change During Year
Number, This Year
Average Age At Retirement
Average Age Now

Average Monthly Benefit

1,627
228
1,855
56.57
63.49

$ 1637

40

24

64
57.29
66.20

$ 953

37

38
36.23
41.84

$1.501

60

65
44.46
50.30

$ 2,026

1,855
67
1,922
56.47
64.01

$ 1,549

64

69
54.52
63.98

$ 833

38

(4)

34
35.29
43.08
$ 1,584

65

73
44.55
50.64

$2,003

1,922
272
2,194
56.06
63.52
$1672

69

70
53.893
63.49

$ 750

34

(2)

32
39.04
46.77
$ 1,746

73

80
44.00
49.93

$2.075

2,194
566
2,760
55.11
61.84
$1.,793

70

15

85
55.83
66.74

$ 708

32

36
36.15
44.66

$1513

80

11

91
44.39
49.87
$2,125

2,760
110
2,870
54.91
62.25
$1,834

85

18

103
55.56
67.26

§ 738

36

(5)

31
35.42
43.73

$ 1,652

91

24
4422
49.71

$ 2,267

131




Valuation of Liabilities

A.

Actuarial Method - Projected Unit Credit. Liabilities and contributions shown in the report are
computed using the Projected Unit Credit method of funding. The unfunded accrued liability
is armortized over 25 years. Any funded surpiuses are amortized over five years.

The objective under this method is to fund each participant's benefits under the plan as they
accrue. Thus, each participant's total pension projected to retirement with salary scale is
broken down into units, each associated with a year of past or future service. The principle
underlying the method is that each unit is funded in the year for which it is credited. Typically,
when the method is introduced there will be an initial liability for benefits credited for service
prior to that date, and to the extent that this liability is not covered by Assets of the Plan there
is an Unfunded Liability to be funded over a chosen period in accordance with an amortization
schedule.

An Accrued Liability is calculated at the valuation date as the present value of benefits
credited with respect to service to that date.

The Unfunded Liability at the valuation date is the excess of the Accrued Liability over the
Assets of the Plan. The level annual payment to be made over a stipulated number of years
to amortize the Unfunded Liability is the Past Service Cost.

The Normal Cost s the present vaiue of those benefits which are expected to be credited with
respect to service during the year beginning on the valuation date.

Under this method, differences between the actual experience and that assumed in the
determination of costs and liabilities will emerge as adjustments in the Unfunded Liability,
subject to amortization.

Actuarial Assumptions -

1. Interest 9% per year, compounded annually, net of expenses.

2. Salary Scale 6.5% per year for the first five years of employment and 5.5%
per year thereafter.

3. Heaith inflation 9% per year.

4. Morntality 1984 Unisex Pension Mortality Table set back 1-1/2 years.
All deaths are assumed to result from nonoccupational
causes.

5. Turnover Based upon the 1981-85 actual total turnover experience.
(See Table 1).

6. Disability Incidence rates in accordance with Table 2. Post-disability

mortality in accordance with rates pubiished by the Pension
Benefit Guaranty Comporation to reflect mortality of those
receiving disability benefits under Social Security.
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7. Retirement Age Retirement rates based on actual experience in accordance

with Table 3.
8. Spouse's Age Wives are assumed tobe four years younger than husbands.
9. Dependent Children Benefits to dependent children have been valued assuming

members who are not single have ane dependent chiid.

10. Contribution Refunds 100% of those terminating after age 35 with eight or more
years of membership service, or with at least five years of
membership service and at least three years of B.l.A. serv-
ice will leave their contributions in the fund and thereby retain
their deferred vested henefit. Ali others who terminate are
assumed to have their contributions refunded.

11. C.O.LA 54% of those receiving retirement benefits will be eligible for
C.O.LA.
12. Sick Leave 4.7 days of unused sick leave for each year of service willbe

available to be credited once the member is retired.

13. Expenses Expenses are covered in the interest assumption.

Valuation of Assets

Based upon the five-year average ratio between actuarial and book values of the System’s assets.
The actuarial value of assets equals the market value, except that fixed income investments are
carried at book vaiue. Assets are accounted for on an accrued basis and are taken directly from
audited financial statements provided by Coopers & Lybrand. Vaiuation assets cannotbe outside the
range of book and actuarial values.

Valuation of Medical Benefits

Medical benefits for retirees are provided by the payment of premiums from the fund. A pre-65 cost
and lower post-65 cost (due to Medicare) were assumed such that the total rate for all retirees equals
the present premium rate. These medical premiums are then increased with the heaith inflation
assumption. The actuarial cost method used for funding retirement benefits is also used to fund
heaith benefits.

For FYQ0, the pre-65 monthly premium is $330.51 and the post-65 premium is $125.91, based on a
total biended premium of $252.83. For FY91, the pre-65 monthly premium is $318.94 and the post-
65 premium is $121.50, based on a total blended premium of $243.98. These rates and the pre- 65/
post-65 split were provided by Deloitte & Touche.
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Q-2 H

WALTER J. HICKEL, GOVERNOR

. . P.O. BOX S
DEPARTMENT OF REVENUE JUNEAU, ALASKA 99811-0400
PHONE: (907) 465-2300
OFFICE OF THE COMMISSIONER TELEFAX: (907) 465-2389

December 13, 1990
To the Participating Employees and Employers of
The Alaska Teachers’ Retirement Systems
Dear Members:
I am pleased to provide to you the Teachers’ Retirement Trust Fund 1990 Investment Report.
The report describes the nature, management, and investment policy of the fund and presents the
investment results for the fiscal year ending June 30, 1990 and the preceding four fiscal years.
The report is included in the Annual Report of the Alaska Public Employees’ Retirement System

and Teachers’ Retirement System published by the Department of Administration pursuant to
Alaska Statutes 39.35.020(5) and 14.25.030(4).

Sincerely,

LM 2
William E. Floerchinger
Acting Commissioner

WEF/MBB/mem
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Creation, Purpose, and Nature of the Fund

The Teachers’ Retirement Trust Fund is estabiished by Alaska Statutes 14.25.170(5). The fund
holds the assets of the Teachers' Retirement System. These assets are comprised of investments
of various kinds, including stocks, bonds, and real estate. The fund was created as ameans of paying
retirement and other benefits to employees participating in the retirement plan administered under
the Teachers' Retirement System. The retirement plan is a defined-benefit plan in which benefit
levels are determined by length of employment and highest average salary of each empioyee. The
planis a joint-contributory ptan in which both employee and employer make continuing contributions.,
calcuiated as a percentage of current salary. Employee contribution percentages are fixed by
statute. Employer contributions are determined by annual evaluations of the fund by a consulting
actuary. The plan is considered to be perpetual because it applies to future as well as current
employees and because the employers (state and municipal governments or politicai subdivisions)
are perpetual in nature.

The assets of the fund came into being and have grown because employers and employees have
paid more into the fund in the form of contributions than has been paid out in benefits. Investment
returns have further increased the fund’s assets. Contributions currently exceed benefits by design,
inorder to be able to make the benefitpayments that can reasonably be expected inthe future. These
projections of future benefit payments are one of the main factors estimated by the actuary in
determining employer contribution rates. The other main factors are the amount of assets inthe fund
and the expected future returns on investments. Future benefits will be much larger than benefits
paid today because of past and future growth in the number of employees, in their salaries, and in
health care costs for retirees.

Participating empioyers are bound by the Alaska Constitution to pay the plan’s benefits. Although
benefits could be paid on a pay-as-you-go basis, the existence of a fund serves two purposes. For
the employer, it smooths out over time the burden of paying these benefits, just like mortgage
payments smooth out the burden of buying a house. For the employee, it provides insurance that
employers will meet their obligations.

Trust Stature of the Fund

Itis this insurance function which has caused the fund to be designated by Alaska law as a trustfund.
Under common law, a trust fund is a fund which can only be used in the interests of persons
designated by the creator of the fund as beneficiaries. Of course, in the case of the Teachers’
Retirement Trust Fund, the beneficiaries are the employees, and have been so designated by the
State in the laws creating the fund.

As a trust fund, it would be legally suspect for the State, or a municipal employer for that matter, to
withdraw money from the fund to use for purposes other than paying benefits. Even underfunding
or deferring of an employer’s contributions would be questionable, based on Article |1, Section 7 of
the Alaska Constitution. This constitutional provision places a contractual obligation on employers
to pay these benefits.
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Perhaps most tellingin regards to this obligationis the Alaska Supreme Court's decision in Hammongd
vs, Hotfbeck. This decision limits public employers’ ability to diminish even benefits that could be,
but have not yet been earned, by an existing employee. The Hammond vs, Hoffbeck decision is aiso
based on Article Il, Section 7 of the Alaska Constitution. This section reads:

Membership in employee retirement systems of the State or its political
subdivisions shall constitute a contractual relationship. Accrued benefits of
these systems shail not be diminished or impaired.

Another reason for establishing and maintaining the fund as a trustis providedby the IRS. The federal
tax code allows employee contributions to such funds and the eamings of such funds to be exempt
from federal income taxes only if the fund is a trust “for the exclusive benefit” of employees. This
actually amounts to a deferral of taxes since retirees or their beneficiaries are taxed on retirement
benefit payments they will uitimately receive.

Thus, the Teachers' Retirement Trust Fund is a fund that must be managed solely with the employee
inmind. A strong array of provisions in the Alaska Constitution, common law, Alaska Statutes, and
federal tax code places the force of law behind this cbligation.

Management of the Fund

Alaska Statutes 14.25.180 designates the Commissioner of Revenue as the treasurer of the system
and the fiduciary of the fund. As the sole fiduciary, the Commissioner is solely responsible and
accountable for the investment of the fund.

The fiduciary for a trust fund, also known as a trustee, is subject to two principal duties under common
law -- a duty of prudence and a duty of loyalty. The duty of prudence requires the trustee to exercise
a degree of care in managing investments that would be used by a person of ordinary prudence in
managing their own investments. The duty of loyalty requires the trustee to act oniy in the best
interests of the beneficiaries. Alaska law has reformulated these duties to higher and more
demanding standards and made them specifically applicable to the Teachers' Retirement Trust
Fund. These statutory standards require the fiduciary to exercise the standard of care required of a
professicnal institutional investor managing large investments under a trust relationship and to act
only in the best financiai interests of the beneficiaries.

The importance of observing these fiduciary duties is underscored by Aiaska Statutes holding the
Commissioner, or a designee, personaily liable for breaches. The Commissioner may delegate
investment responsibiiities to State officers or employees or to independent firms, banks. or trust
companies. Even so, the Commissioner remains potentially tiable through failure to act in response
toknowledge of breaches, or through knowing participation in breaches, by designees who have been
delegated investment powers.

As permitted by the statutes, the Commissioner has delegated investment responsibilities to bath
departmental staff and independent firms or financial institutions. State investment officers of the
Treasury Division of the Department of Revenue manage fixed income investments. These include
corporate and government bonds, money market investments, and real estate mortgages, the latter
through financial institutions and morigage lending companies on contract as loan servicers.
Domestic and international corporate stock investments are managed by investment adviser firms
under contracts which grant them fult discretion for investment decisions, except for a domestic
common stock index fund. Real estate equity investments are currently managed by real estate
adviser firms through pools in which the Teachers' Retirement Trust Fund has invested along with
other tax-exempt funds.

138




%LE0 %9l'81 %B6 61 %0G '/ YeBPCL G001 v00e
£20 crgl £€¢0¢ 054 gLcl P 001 £00¢
€E0 . cksl £5°0¢ 054 EQ'EL 200! ¢00¢
620 6681 08'0¢ 0s'L 0E'El , 666 100¢
LAY 6¥ 61 £6'0¢ 052 EPEL L6H6 000¢
920 G561 L0l 052 LGEL , ¥'66 6661
cE0 EV6L ce'le (AN 0LEl I 66 8661
BZO 98°61 12108 ¥4 pG'2 ¥8EL 8’86 /661
evo EE'61 ve'ie 9g°’, geel G856 9661t
W Y961 1l'ie 85°L Elvl 186 G661
6E°0 96'61 8'le 09°L levl L'LB 661
FANY LE°0C S0'¢e c9'/t ervi ' €46 £661
vED £9°0¢ ce'ée yo's 85vl 896 661
le0 S0'Le ov'ee 99L vivi £°96 L661
L2'0 Sv'ie 66¢e 89/ 16'vi 866 0661

%E9°0 %812 %¥¥ v %6t '8 %56°'G1 066 6861

E:Eoo - SOLIUOY T SQIIU0Y ojiey g aunp
felo) - eekojdiuy g.oonE.m.r - Buppung jo sy
~seyigies ,_c % 8V
E::oE< Mo siead GZ J1ann suolINQuIL0D JeAgidwe aseelour soljeq .

SIe8A G 18A0 SUOHNQUIUCD Jakoldwe aonpal sesniding |

139

26¥'E€8G5'9 202'999 ££9'91 917’991 680'E81L 8€.'89 IGEVLL 05’916 62h'0E 881°L/B'S £19'100'9 002
[19°100'9 | 62z'sis £69'G) S91'651 858'pL L £28'v9 GE0'0LL 008798 6/E'6L BLE'ISY'S  669'0LF'S £002
669'0/P'S 615'697 69141 gE1'0G ) S0E'/9t 0EL‘19 G/1'901 0/0'5i8 1/0'8 OP6'SL6'Y L10'vE6'Y 2002
Li0'v86'ty 9gg'ler s16'El ly6'ShL 998'651 Br9'/S g12'z01 ¥v9'89/ {891'c) PEV'SES'Y 992'grs'y LooZ
992'2vS'y | 900'06€ 9/t'01 LAt 124'161 S9E'VS 9GE'26 298'vel (21z'€1) SS0'SSL'y  £8LiPLY 0002
£8'tvL'y | ¥BS'SGE 16€'01 9v9'Eel 166'ch1 892°15 62.'26 v/G'€89 (8ve'zz) 961'86/'c  9¥B'S/L'E 6661
8v8's/L'E 2/0'vee 295'HL ivz'sel £08'9¢€1 Liv'ey azg'88 8E9'v19 (vav'oe) 869'0/¥' FLz'oby'E 8661
viz'ovw'e | S2e'see 022'6 967'021 9/6'621 L£8'GY 6EL'v8 026'£09 (182'2€) OSP'ELL'E  699'GEL'E 1661
699'GEL'E | 886'992 0022} 264'041 86v'c21 1yE'Ey 16108 £62°ELS (sog'vy) 982'968'2  186'E58°C 9661
LB6'ESB'2 Ive'vbe EGLLL 651'901 26E'L11 086'0Y L/E'9L 8E9°OPS {ze1'08) 580'8Y¥9'2 L¥6'/6G'E S661
1¥6'165'T | 968'222 1%1'6 9.4'101 £25'11L . evi'sE SLL'eL vv8'605 (z5€'s8) 159°'02%'2  SOE'G9E'T 661
S0E'G9E'Z | 666'202 29E'8 5€9'L6 166'S01 L€9'9€ 09€'69 £08'08Y {F10'09) B66'€12'Z  G86'ESL' €661
S86'E51'2 258'p81 02 812'e6 6G2'001 r9'vE BLL'DY LLYESY {y81'9) 9/2'920'7  260'296'L z2661
260°296'L Zib'e9l §82°S 0L0'06 G6/'G6 £52'2E Zy0'e9 . 165'Lev (516°29) L18°6G8°L G68'/8L°L 1661
G568°/8L') 06¥'ES1 665’V 86b'98 E60°L6 896°0C 1ZAN L] SET'E0Y (82’14} 890°102°L 016'629'L 0661
018'629't 699'6€4 \G/'6 891°€8 616'26 182'2E 6€9'09 £192'08¢ (rsg'2s) £Y9'/SS'L  6BE'0BY'L 6961
uo|jen|ex B_:.._ou ...az_%w_ L (uorea) . Aijigery | swessy O sunp
dESY .Ea._. Senjding . pamaody | [mof jo sy

_. >__=. :o SWNOWY :o:a:_g

A_w:__.: ...v«xmcu m .:.:.:GE —:3—5&@2.._

:uo:_so $0600)

- §NOLLOArOHd ._Soz.qz_,._ .

:m$>m ANIW3HLLSH .mmm:u«m»
..3&




Treasury investment officers are subject to certain professional accreditation requirements and also
must conform to “The Code of Ethics and Standards of Professional Conduct” of the Financial
Analysts Federation as well as the Alaska Executive Branch Ethics Act.

Investment Policy

As fiduciary, the Commissioner is charged by statute with determining the investment objectives and
policy for the fund. In so doing, the Commissioner must consider both the assets and liabilities of the
system both now and in the future.

One of the means for considering the current and future condition of the system is provided by long-
range projections; prepared by the system’s actuary and contained in Table i. Table | incorporates
the same assumptions used by the actuary in determining contribution rates. Under these
assumptions, total contributions currently and for the foreseeabie future exceed benefit payments.
Thus, the fund could be expected to experience no net outflow and should continue to grow in size
for a long period of time. Sensitivity analyses of the projections indicate there may be some chance
that a small portion of investment earnings (no more than one-eighth) would be needed after fiscal
year 1991 to cover benefit payments. Even insuch cases, the size of the fund and its earnings would
continue to grow.

Further insight into the current and probable future condition of the system can be gained from
examining Table il. The system has more orless average membership characteristics indicating that
it may be closer to seeing its net contribution inflow evaporate, compared to a fund with a relatively
low percentage of retired members. A provision for normal retirement after 20 years of service,
compared to 30 years for many plans, is one factor elevating the system's percentage of retirees.

The table aiso indicates that the system is extremely well funded, its assets being only 5.0% short
of accrued benefits, compared to 15.0% short for U.S. public pension funds on average. The higher
than average spread of the assumed rate of return over salary increases compared to public pension
funds is based on the substantial portion (46 percent) of the fund-invested in equities, with their higher
than average expected returns, balanced by a relatively high book yield of 9.75 percent on the
remaining fixed income portion of the fund. The assumed spread also reflects the dimmer prospects
for salary increases as State petroleum revenues decline and budgets tighten. Thus, the fund is in
very good condition and can expect to do well in the next few years with only a small and somewhat
uncertain need for cash flow from investments to pay benefits.

For purposes of establishing investment policy, it is the perpetual nature of the fund and its current
and probable future condition of netcash inflows that are the mostimportant characteristics. The long
time-span before any significant net cash flow is required from investments gives the fund the luxury
to make investments which shouid enjoy higher returns over the long-run, aithough they may be siow
to materialize, or be erratic in the short-run, and it allows greater use of investments which may
experience substantial fluctuations in value. The character of the fund expands the universe of
investment possibilities and increases the potential for achieving higher returns on the investments.

The primary objective of the investment policy is to maximize the returns on the funds' total
investments over a long time-span without undertaking an unreasonable degree of risk of reducing
the principal of the fund or of realizing lower returns which would necessitate raising the contribution
levels. Higher investment retumns over the years mean, at least initially, a larger fund. A larger fund
size relative to a retirement system's liability for future benefit payments is the beneficiaries’ best
security that the pensions will be paid when they are due.
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Average Age of Active Members ‘ 41.82 40.7 40.3

Average Years of Credited Service 10.61 i1.0 11.5
% of Total Members Retired 26.6% 27 6% 21.0%
% of Active Members Vested 56.1% 50.4% 58.1%
Period in Years to Amortize

Unfunded Accrued Benefits 25 . 294 236
% of Pension Obligation Funded 95.0% - 85.0% NA
Spread of Actuarial Rate of Return 2.5% first 21% 3.4%
Assumption Over Salary Increase 5 years;

Assumption 3.5% thereafter

' “Actuarial Valuation as of June 30, 1989, “William M. Mercer-Meidinger, Inc.
2 “investment Management 1990," Greenwich Associates, Greenwich, Connecticut

Returns which average higher than the actuarially assumed returns (currently 9 percent) eventually
lead to either increases in pension benefits or decreases in the amounts of annual employer
contributions. This tends to bring the size of the fund back closer to the present value of accrued
benefits.

in fine with this objective, the general investment policy is to emphasize equity investments. Equities
are expected to provide, and historically have provided, the highest returns over long periods of time,
even though equity returns are subject to substantial variation over shorter time periods. Currently,
equity investments include domestic and foreign common stocks and real estate equity funds. The
rest of the fund is invested in fixed income investments, primarily U.S. Treasury securities but also
including corporate bonds and real estate mortgages. For similar reasons as the emphasis on
equities, fixed income investments emphasize intermediate to fonger-term instruments whose
market prices are subject to greater fluctuation but yield more over the long-run than shorter-term
investments. Table il indicates the long-term historical experience on investment returns that
underlies this policy.
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Domestic Common Stocks 10.3%

Long-Term Corporate Bonds 52
Long-Term U.S. Treasury Bonds 46
Intermediate-Term U.S. Treasury Bonds 4.9
U.S. Treasury Biils 3.6
Inflation 3.1%

Source: Ibbotson Associatas

The most important aspect of implementing the fund's investment policy is the decision as to how
much of the fund's assets are to be piaced in various classes of investments (the asset aliocation
decision). By far the majority of the investment returns are attributable to asset aliocation decisions
as opposed to the choice of independent management firms or choice of individual securities or
investments within an asset class.

Table IV presents ranges for various asset classes as a percentage of the total fund that have been
established to guide the asset allocation decision. The tabie also shows the asset allocation at the
end of fiscal year 1990. As the table indicates, further allocations to all classes of equities can be
expected in order to bring the allocations to such classes within the policy ranges. Atthe same time,
fixed income investments necessarily will decline. Mortgage investments will eventually be
eliminated as existing mortgages are paid off.

_ Table IV _ _
TEACHERS’ RETIREMENT TRUST FUND
N . ASSET ALLOCATION:
{as a percent of market value)
= S Pollcy o Policy Actual
- AssetClass. = -~ 0 . Minimum - Maximum June 30, 1990
Equities 55% 65% 46%
Common Stocks 45 55 40
Domestic 35 45 33
International 10 10 7
Reat Estate . 10 10 &
Fixed Income 35 45 54
Bonds 35 45 43
Mortgages 0 0 5
Cash 0% 10% %
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Table V presents the asset allocations as of the end of the last five fiscal years. The table shows the
increasing emphasis on stocks and intermediate to long-term corporate and Treasury bonds, an

outgrowth of the investment policy. By the same token, short-term money market debt has been de-
emphasized.

Real Estate Equities 5.7% 6.0% 6.5% 5.8% 5.6%

Domestic common stocks 25.0 30.6 26.9 27.6 327

International common stocks 8.4 10.2 B89 6.4 72
Total Equities 371 46.8 40.3 39.8 457

International Debt - - .
Corporate Debt 10.2 9.0 10.9 111 13.8

Treasury Debt 27.5 28.8 33.2 328 28.7

Money Markets 9.0 6.1 7.7 9.8 8.6

Total Marketable Debt 467 439 518 53.7 49 1

Mortgages 16.2 9.3 7.9 6.5 5.2
L] E ] ] . A

The Economy in Fiscal Year 1990

At the end of fiscal year 1990, the U.S. economy continued to show signs of slow growth. Slow!ng
gains in services employment, increased consumer savings, and decreasedreal consumer spending
were siphoning growth from the economy.

With inflation fears subsiding, equities were pushed into record high territory. For the fiscal year, the
Standard & Poor's 500 Index generated a return of 16.5%. On the international front, the decline in
the Japanese stock market reduced the Europe, Australia, Far East (*EAFE") index returns to 3.3%
for the fiscal year. :

The sluggishness of the economy also helped the bond market to raily atyear end, after posting five
months of losses. For the year, the Salomon Brothers Broad Investment-Grade Bond index
generated a return of 7.7%.

Investment Returns

Table VI presents the annual rates of return for the fund by asset class for each of the last five fiscal
years and for the entire period. An auditor's opinion accompanies the table. The rates of return are
total returns. Total returns include unrealized changes in market value as well as income earned _and
realized gains or losses. The performance of the fund's investments can be gauged by comparison
to market indices and from percentile rankings in comparison with other large state pensicn funds.
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Total Fund Assets

Table IX indicates that the fund has had an average annual return of 12.2% on its total assets for the
last five fiscal years. This ranked the fund in the top 58% of State retirement funds over $500 million
in size which are in SEI Corporation’s universe of funds. SEI Corporation provides investment
performance measurements for these funds.

Over the last five years the relative performance of the fund has improved. For fiscal year 1990, the
fund had a 10.4% return, ranking it in the top one-third of SEI's funds. For the two- and three-year
periods ending June 30, 1990, the fund ranked in the top 32% and 42% respectively.

Table IX also shows that the returns on aif the fund's assets excluding real estate (total marketable
securities in Table IX) rank almost in the top quartile for the last five fiscal years. :

The funds’s extraordinary concentration in real estate and its performance has been a serious drag
on total fund performance. In fiscal year 1986, the fund had 20.3% of its assets in real estate
compared to 1.8% on average for other funds. By fiscal year 1990, the fund's real estate allocation
had decreased to 10.2%, still almost twice the average of 5.4% for other large State retirement funds.
For the last five years, the fund has had one of the highest allocations to real estate of any fund in the
SEl universe.

During the last five years, real estate equity returns for all SEI funds, at 7.4% have seriously
underperformed marketable securities returns of 12.6%. Also, the fund's relative performance on
mortgage investments, atthe 72nd percentile, has been poor. This is probably a resultof the severity
ofthe collapse of the housing marketin Alaska during this period, given the almost total concentration
of fund mortgages in Alaska.

Domestic Common Stock

Table VIl presents rates of return for individual investment adviser firms managing fund assets
invested in common stocks.

As seen in Table VII, the rankings of domestic common stock investments, at the 38th percentile
averaged above the median performance {50th percentile) of other large funds over the five year
period. However, rates of return for common stocks, as shown in Table VII, have iagged behind the
market averages shown in Table V1il. In part this lag is attributable to the stage of the stock market
cycle embraced by the five year period under consideration. The common stock returns for the fund
include the money market rates on the cash normaily held by most active stock managers. The cash
allows them to take advantage of buying opportunities. in contrast, the market indices reflect a fully
invested position at all times. This makes it more difficult for active managers to beat the market
during an up leg of a ¢cycle, but easier on the down side. Helding cash is also a handicap in genergl
over long time-spans since the market's general trend is to increase in valué over time as economic
growth takes place.,

In fiscal year 1990, domestic common stocks in total did match the Standard & Poor's 500 Index and
improved their relative ranking to the 40th percentile. This may be due in part to several changes
initiated in the management of domestic common stocks. At the beginning of fiscal year 1989, a
domestic common stock index fund managed by State Street Bank & Trust was initiated. Halfway
through the year, four new active managers were added. Another change was the negotia_ti.on_ of
performance-based fees for all active managers except Lehman Ark Management and their initiation
in January, 1989,
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KPMG Peat Marwick

Cerutied Public Accountants
601 West Filth Avenue elephone 907 276 7401 Telecoper 907 274 4853

Sune 700
Anchuorage, AK 39501

Independent Auditors® Report

State of Alaska
Department of Revaenue
Division of Treasury:

We have asuditaed the accowpanying schedule of total ratas of return far the
Teachers’ Retirement Trust Fund (Fund), covering marketabie debt securit.es,
domestic common stocks, international common stocks, real estate equities and
mortgage loans for the pericd from July 1, 1985 to June 30, 1990 and for each
of the years in the five year period ended June 30, 1990. Thiam schadule is
the responsibillty of the Fund's management. Our responsibility is to express
an opinion on this schedule based on cur audit.

Wa conducted our audit in accordance with standards established by the Ameri-
can Institute of Certified Public Agcountants. Those etandards require that
we plan and perform the audit to obtain reasonable agsurance about whether the
acheduls is free of material miestatement. An audit includes axamining, on a
test pasie, the underlying data from which the total rates of retucn are cal-
culated, aw well as the calculations themselves. An audit also includes
ageessing the basic assumptions usad by management in making the calculations
and the overall presentation of the total rates of return. We believe that
our audit provides a reascnable basis for ocur opinion.

In our opinion, the schedule referrwd to above presenta faicly, in all mata-
rial respects, the total rates of return for the Teachers’ Retirement Trust
Funpd for the period from July 1, 1985 to Juna 30, 1990 and for aach of the
years in the five year period endead June 30, 1990, computed in accordance with
the measurement and disclosure criteria saet forth in the notes to the

PR Tl Pl

October S5, 1990
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Period July 1, 1985 to June 30, 1990

Time-
Doilar-weighted weighted
Annual® annual
average average
for five for five
years years
ended ended
Year ended June 30 June 30, june 30,
1986 1987 1988 1989 1930 1990 1990

Marketabie securities:

Equity:
Domestic common stocks 37.5% 19.6% (7.3)% 17.6% 17.5% 14.5% 16.0%
International common stocks 91.8 389 {4.9) 94 159 240 26.3
Total equity 46,1 236 (6.8} 16.0 17.1 16.1 18.0
Debt 242 43 75 143 _69 110 112

Total marketable securities 313, 122 _9 150 108 130 1386

Real estate:
Equities 8.1 53 63 81 48 6.5 6.5
Morigage loans 12.1 86 1.7 125 5.8 10.6 10.1
11.1 8.0 30 104 52 90 87
Total Fund investments 255% 11.4% 21% 14.4% 10.2% 12.4% 12.5%
] N ] I L | E—— I
Equity investments {note 3) 36.9 208 {5.1) 147 153 14.5 15.7
Fixed income investments (note 3) 205 _51 81 141 67 Jdae 107
Total Fund investments 255% 11.4% 21% 14.4% 10.2% 12.4% 12.5%
[ | ] ] 1 Sl [ ] R

See accompanying notes to schedule of total rates of return.

146




M

(2)

General

The Teachers' Retirement Trust Fund (Fund) represents the investment portfolio of the State
of Alaska Teachers' Retirement System (TRS). Investments of the Fund inciude marketable
debt securities, domestic common stocks, international common stocks, real estate equities
and mortgage loans.

The market vaiues utilized in the total rates of return calculations are determined as follows:
Marketable Securities
Determined at the end of each month by the custodial agents. The agen}s' determ_ina—
tion of market values involves, among other things, using pricing services or prices
quoted by independent brokers.
Mortgage Loans
Determined by adjusting purchased yields to the current secondary mortgage market
conditions established by the MGIC Investment Corporation. Market value has alsobeen
reduced by a loan loss provision for uncollectible problem loans.
Real Estate Equities
Valued by the various companies managing the funds.
Caiculation of Total Rates of Return
The dollar-weighted (or internal) rate of return represents the annually compounded rate of
return that discounts the year-end market value of an investment portfolio and thatyear's cash
flows in and out of the portfolio back to the portfolio's market value at the beginning of the year.
The annual average for the five-year period ended June 30, 1990 is caiculated similarly excgpt
that annual fluctuations in market value are not considered - only market value at the beginning

and the end of the five-year period are used, with the result being annualized.

The annual average five-year time-weighted rate or return represents an average of each of
the five dollar-weighted rates or return weighted equaily.

{Continued)
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The dollar weighted rate of return measures the actual internal growth rate of the portfolio. The
dollar-weighted rate of return is influenced by the timing of contributions to and disbursements
from a portfolio which are beyond the control of the portfolio managers. Time-weighted rates
of return are frequently used to measure the performance of portfolio managers because they
can help eliminate the influence of cash flows that are beyond the controi of portfolio
managers.

The historical total rates of return may not be indicative of future totai rates of return. Attention
should be drawn ta the fact that other performance calculation methods may produce different
results and that comparisons of investment results should consider qualitative circumstances
and should be made only to portfolios with generally simiiar investment objectives.

Equity Investments and Fixed Income Investments
Included as equity investments are domestic and international common stocks and real estate

equities. Included as fixed income investments are debt marketable securities and mortgage
loans.
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International Common Stock

international common stocks have produced the highest returns for the fund, averaging over 26
percent for the last five years. However, the managers' performance reiative to other funds and
market indices has been poor. To improve the performance of international common stock, a
competitive selection of managers is expected to be undertaken in 1991 after first establishing by
contract a custodian bank for international investments. The custodian bank is necessary to consider
non-bank investment adviser firms as managers, since such firms do not provide custody services.
These non-bank adviser firms offer superior performance and a larger number of competitors to
choose from. Responses to a request for proposals for securities custody services have been
received and a contract including provisions for international custody is expected to be in place early
in 1991,

Marketable Debt Securities

During the last five fiscal years, performance of investments in marketable debt securities has been
in the top 14 percent of the rankings as indicated by Table 1X. A significant factor in the marketable
debt securities performance is the fonger than average maturities of debt instruments held by the
fund. Tabie X compares the average maturity of the fund's marketable debt to the median of state
retirement funds over $500 million in size.

it is interesting to note that during fiscal years 1985-1989 the rates of return on long-term
governments, 15.49%, did exceed those on long-term corporates, 15.02%, and intermediate
govemnments, 11.37%. This diverges from the long-term (1926-1389) experience cited in Table Iii.
Thus, the fund's emphasis on long Treasuries through fiscal year 1989, as indicated by Tables V and
X was beneficial to the fund's performance. However, as Tabies V and X aiso indicate, there was a
shift in emphasis during 1990 to corporate and intermediate-term government debt that is expected
to provide good performance in the future as these assetclasses return to their historical performance
patterns.

The recent superior performance of long-term debt was largely due to the unique historical
occurrence of record highinflation rates in the late 1970's and early 1980's. The high inflation caused
the Federal Reserve to push interest rates to record levels in order to squelch runaway prices. Inthe
latter part of the 1980's, as inflation and interest rates receded from these record highs, long-term
bond prices soared, producing record high returns.

Real Estate Equities

Real estate equities have produced the lowest returns for the fund during the period 1986-90. In the
late 1970's and early 1980's, strong inflation resulted in rapid appreciation of real estate, as it did for
other hard assets. Combined with extraordinary tax incentives for real estate investments. the run-
up in real estate prices produced very high returns to investors. Tax-exempt investors such as
pension funds could fully benefit from this market movement, as well as private investors. Tax-
exempt institutions could carve out a share of the tax benefits through joint ventures with taxable
parties, in addition to benefiting from the general bidding up of property values by taxable investors.

For institutional investors such as pension funds which would hold real estate as part of a portfolio
of various classes of investments, real estate also offered the attraction of increasing diversification,
Diversification into real estate was particularly desirable because real estate rates of return have had
a very low correlation with returns from other classes of investments. This meant much less volati‘lity
in returns for the total portfolic. So overall, real estate seemed to be the perfectinvestment -- offering
the highest returns but also reducing risk more than other investments.
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Large State
irement Funds.

1985 9.3 9.8

1986 11.2 8.0
1987 S 174 3.4
1988 16.5 ' 8.6
1989 13.3 9.7
1990 13.0 8.4

Source: SEI Corporation

These powerful stimuli led to excessive amounts of capital being made availabie for financing real
estate, rampant speculative construction, and uitimately the severest overcapacity the industry has
seen. The inevitable downturn in the cycle was acutely more pronounced as a result of the Tax
Reform Act of 1986 which eiiminated or strictly curtailed most of the tax benefits for real estate
investments.

The supply of real estate is highly inelastic in the short-run, due to its long lead times for construction
and its long duration once constructed before it's finally “consumed” and demolished. Thus, real
estate cycles are among the longer of economic cycles. Even in the face of the recent prolonged
economic expansion, real estate markets remained difficult. Eventually, real estate returns should
improve, but absent the return of a highly inflationary environment and liberal tax incentives, real
estate is not expected to yield the heady returns that formerly characterized such investments.

Tabie X contains the returns for real estate equity managers for the last five years while Tables X!I
and Xlll show the diversification of the managers’ real estate investments geographically and by
property type. As Table Xl indicates, returns for the total real estate equities portfolio for the last five
years have been slightly below the middle of the pack of real estate equity funds in the SEI universe,
although a bitabove the marketindex for such funds. The fund has been in the process of withdrawing
from the worst performing manager's fund, John Hancock Properties, since January 1986. Atthe end
of fiscal year 1990, the Hancock investment represented roughly one-half percent of total real estate
equity investments.

Real estate equity investments to date have consisted of shares of pools of commingled investments
with other tax-exempt funds. These pools are managed by the firms shown in Table XI. For small
funds, commingled pools offer diversification and an efficient means of investing in real estate.

In the future, the fund's investments in real estate may take the formof a separately managed account
for the fund or investments directed by the fund. Directed investments may take the form of individual,
partnership, or joint venture ownership. These changes willimprove the ability to select and structure
properties with risk, return, and diversification attributes most benetficial to the fund.
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Separate account or directed real estate investments are now possible because the size of the fund
has grown to the point of being able to make such investments in an efficient and diversified manner.
It is also made possible by enactment of legislation, Chapter 141, in 1988 that permits such
investments. Formerly, the fund was restricted by statute to real estate equity pools.

A request for proposals for a real estate advisory firm to provide professional advice in developing
policy and selecting and structuring real estate investments has been advertised. This is the firststep
in beginning separate account or directed investment in real estate equities. At the same time,
commingled poot investments may stilt be considered for investment in smailer properties in an
efficient manner and to provide greater diversification.

Real Estate Mortgages

The total return measurement for real estate mortgage investments in Table V! is of limited
usefulness. These investments are not readily marketable and they are expected to be held to
maturity. in this case, the realized rates of return may be more pertinent. Realized returns include
the interest on mortgage loans and any realized gains or losses on disposition of foreclosed
properties but excludes changes in market value. Table XIV shows that the realized rates for
mortgages have declined.

~Table X!V

TEACHEHS RETIREMENT TRUST FUND
0 MORTGAGE LOANS:
‘. REALIZED RATES OF RETURN

“Fiscal Year - " Reaiized Return

- 1985 12.9%
1986 : 11.2
1987 ' 13.0
1988 10.3
1989 8.2
1990 9.7
1985-90 11.0%

In part, this is due to the fact that interest rates have declined from the early 1980's. This resulted
inlower mortgage returns due to lower interest rates on new purchases. More importantly, since new
purchases stopped essentially in fiscal year 1986, heavy payoffs of mortgage loans made at high
rates in the early 1980's pushed the average yieid down on the remaining mortgage portfolio. Most
of the payoffs came from refinancings with other lenders. Table XV reflects these activities.

Mortgage returns have aiso been hurt since fiscal year 1986 by heavy delinquencies and defaults
resulting from the Alaska recession. The mortgage loans have been highly concentrated inside
Alaska. At June 30, 1990, only 5.8 percent were secured by property outside Alaska.

Tabies XV and XV show the history of the fund's delinquent loans and real estate owned. The
percentages for delinquent loans and real estate owned are magnified by the fact that the mortgage
loan portfolio has been shrinking, as shown in Table XVII, with the shrinkage coming from good.
commercially-viable loans paying off while the bad loans remain with the fund. Nevertheless,
liquidation of real estate owned, with the exception of one property, has resulted to date in net losses
ofless than $200,000 for the fund, disregarding the opportunity costs of invested funds. This is shown
in Table XV1II.

156




1982 935 NA NA

1983 772 . 280 82
1984 813 ’ 707 75
1985 725 508 127
1986 328 1,145 231
1987 7 1,237 406
1988 0 255 491
1989 0 160 556
1890 0 117 481
Note:

' Loans 60 or more days delinquent pius real estate properties owned ("REQ"}.

As the 104 properties currently owned by the fund and additional foreclosures of delinquent loans are
disposed of, losses are expected overail. The current estimate of loss is reflected in the $5,170,000
loan loss allowance applied against the value of mortgage assets on the fund’s books.

Total . 60 Days . Total

"""" 60 Days or More : ' Delinquencies or More Delinguencies
. Definquent = REO-  and'REO.  Delfinquent REO and REQ.
2.5% 1.0% 3.5% $4.2 $1.8 $6.0
1.6 1.0 2.6 2.9 1.9 4.8
3.1 1.2 4.3 6.2 2.4 8.6
7.5 1.2 8.7 12.7 2.1 14.8
19.7 5.1 24.7 22.9 5.9 28.8
229 89 31.7 23.6 9.2 327
29.2 12.0 41.2 27.3 11.2 38.6
23.3% 12.5% 35.8% $20.4 $10.9 $31.3

Note:
' Percentages are the percentages of totaf joans and REQ.
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Morgage as %

 YEAGHERS' RETIREMENT TRUST FUND
- LIQU!DATION OF REAL ESTATE OWNED ("REQ")

Mortgages =~ as Total Fund -
1980 $318.4 $123.1 38.7%
1981 387.0 134.9 34.2
1982 464.3  156.2 33.7
1983 561.2 169.8 29.8
1984 689.7 185.4 26.9
1985 811.8 201.8 24.9
1986 987.2 169.7 17.2
1987 1,178.2 116.4 9.9
1988 1,261.1 103.0 8.2
1989 1,385.2 93.7 6.8
1990 $1,574.7 $87.3 5.5%
Table xvm

Fiscal # REO's
____________ © Sold: - : G‘ain'(Loss)'
1981 5 $ 64,957.31
1982 5 (26,602.30)
1983 4 93,446.21
1984 6 29,590.55
1985 4 73.507 .64
1986 1 {1,184 604.54)
2 (37,264.77)
1987 8 107,108.92
1988 11 (256,122.10)
1989 15 (5.398.86)
1990 14 (186.472.72)
75 $(1.371,674.01)
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Importance to Beneficiaries of Investment Policy and Returns

Investment income is of paramount importance to a pension plan. A study by Frank Russell Co.
indicates that, over the life of a defined-benefit plan, at least 80% of the benefits paid come from
investment income, and only 20% from contributions. For any given participant, about 60% of the
investment income accrues after retirement when contributions have ceased.

The current importance of investment income to the fund and its beneficiaries can be seen in the fact
that investment income totaied $708.3 million for the fiscal period 1985 to 1990 while assets grew
$885.0 million in book value. Total investmentincome exceeded contributions as a source of growth.

Table XIX shows the growth of the Teachers' Retirement Trust Fund for the period and the sources
of that growth. Noteworthy is the fact that contributions have heid rather steady while benefits have
increased. This has been possible due to total returns averaging 13.9% per annum over the six-year
period, well in excess of the 9%' on which contributions are based.

Also noteworthy is the fact that net contributions (i.e., contributions minus benefits) have dwindled
to aimost nothing. Should a significant portion of investment income be required in the future to meet
benefit payments, there wouid be important implications for investment policy. Asset allocations
could then be expected to favor fixed income investments more than would otherwise be the case,
inorder tolend greater stability to cash flows. However, as discussed under the section oninvestment
policy, actuarial projections do not indicate a likelihood of significant reliance on investment income
to meet benefit payments.

The main concern of beneficiaries in regard to the fund is whether the size of the fund is keeping up
with the growth in the present vaiue of the benefits likely to be paid in the future. Table XX presents
two measures of this key relationship.

The ratios in Table XX are acomparison of the Teachers’ Retirement Trust Fund assets to the present
value of benefits projected to be payable in the future. The difference between the ratios is that the
Governmental Accounting Standards Board (“GASB") ratio values the assets as of the year end while
the actuary uses a five-year moving average.

Within the last few years, the system achieved full (or more than full) funding for the first time since
its inception. When the retirement plan was initiated, a funding gap was created by credits granted
for employees' service prior to the plan's start-up. The other factors that create or perpetuate a
funding gap are retroactive benefit increases, actual experience less favorable than actuarial
assumptions, and any deficiency in payment of actuarially required contributions.

Achievement and maintenance of full funding is the best assurance beneficiaries have of receiving
the benefits to which they are entitled. Atleast one court? has held that employees have a vested
property right to amounts deposited in a retirement trust fund. In the future, investment policy and
returns will be ever more critical to maintenance of full funding as investment returns loom ever larger
in the flow of funds. Table | projects investment earnings to constitute 75% of the total inflow to the
fund by fiscal year 2004, compared to approximately 63% in fiscal year 1990.

The actuarial rate of return is technically calculated on a different basis than the total return concept. The
actuarial rate involves valuation of fixed income assets at cost rather than market and determines equity
values using a five-year moving average of the ratio of market to book value.

West Virginia Supreme Count. 1988. Dadisman V. Moore. et af (Case No. 18343). Charleston, West
Virginia.
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TEACHERS'

Sources:

' Actuarial Valuation Report: William M. Mercer Meidinger Hansen, Inc.; various years
2 independent Auditor's Report, Teachers’ Ratirement System; June 30. 1990

Investment returns in excess of funding requirements lead to either increased benetits or reduced
employer contributions, usually both. Absent enactment of legislation increasing statutory benefits
under the plan, retired employees who were hired prior to July 1, 1990 still can benefit directly from
high investment returns through Post Retirement Pension Adjustments ("PRPA's"). These are
increases in retirement annuity payments granted to offset the cumulative effects of inflation. They
are granted each year by the Commissioner of Administration if the condition of the Teachers’
Retirement Trust Fund permits. Table XXI traces the PRPA’s that have been granted. Retired
employees who were hired after July 1, 1990 receive automatic PRPA’s which are based oninftation
during the prior calendar year and which are not dependent on the financial condition of the Trust
Fund.

Beyond the use of high investment returns to augment benefits, their use to reduce employer
contributions is in some ways of benefit to employees. Lower contributions can be expected to
increase the willingness and ability of employers to make the required payments. A reduced pension
burden on employers increases the security of benefits being paid. Of course, even greater security
could be had by leaving the amounts in the fund to maintain an overfunded status. However, the
Constitutional obligation of employers to provide the benefits makes the question of security less
compelling. This is especially so for employers with the power of taxation. If nothing else, reduced
contributions increase the possibility of eventual statutory amendments to provide greater benefits.
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ERS' RETIREMENT SYSTEM
' PENSION: ADJUSTME

1967 1.5%

1968 1.5

1969 1.5

1970 1.6

1971 ; 1.5 {compounded)
1972 1.5 {compounded)
1973 1.5 {compounded)
1974 3.0 {compounded)
1975 none

1976 none

1977 10.0

1978 4.0

1979 4.0

1980 4.0

1981 4.0

1982 4.0

1983 none

1984 4.0

1985 4.0

1886 4.0

1887 none

1988 40

1990 4.0%

Tabie XXIl displays employer contribution rates for the system since 1980. The fiscal year 1992 rate
is only about two-thirds of the rate in the peak year of fiscal year 1985. Rates are influenced by many
factors besides investment earnings.

The critical and immense importance of investment earnings can be determined from sensitivity
analyses of projected system cash flows prepared by the actuary. They show that a sustained 1.0%
higher rate of return (10% instead of the 9% assumed by the actuary) would reduce the employer
contribution rate from a projected 12.48% in 2004 to 5.11%. This 60% reduction in employer
contributions 15 years from now is projected by the actuary to produce a savings of $67 rillion for
the year. The actuary projects total savings in employer contributions for the next 13 fiscal years to
amount to $477 million if the higher rate of return is achieved.

One sense of the scope of the beneficiaries’ interests at stake can be gained from the size of the
Alaska retirement funds under management by the Department of Revenue in comparison to other
tax-exempt funds. Table XXIll shows the ranking of the combined Public Employees' and Teachers’
Retirement Trust Funds relative to the assets of other tax-exempt funds.
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ETIHEMENT SYSTE!

CONTRIBUTION RATES

1980 13.82% 1987 13.28

1981 14.86 1988 13.28
1982 15.58 1889 11.16.
1983 16.84 1990 11.16
1984 17.42 1991 : 12.27
1985 17.96 1992 11.87%
1986 17.36

Notes:

' Combined rate for employer and State match.
2 Changes in actuarial methods and assump-

tions for the years shown have been as fol-
lows:

The actuarial funding method far the years
through June 30, 1984 was attained age nor-
mal. Eftective July 1, 1984, the Plan adopted
the projected unit credit actuarial funding
method.

Effective July 1, 1980, the plan adopted new
actuarial assumptions. The assumed rate of
garnings was increased from 6% to 8% per
year. The salary increase assumption was
changed from 6% per year until age thirty-
nine and 5% per year thereafterto §% for the
first five years of employment and 7% there-
after. Heaith care cost inflation was set at
8%. Turncver and disability assumptions
were revised based upon actual experience
in 1980 through 1981.

Eftective July 1, 1986, the pian adopted new
actuarial assumptions. Actuarial funding
surpluses are amortized over five years rather
than twenty-five years. The assumed rate of
earnings was increased from 8% to 9% per
year. The salary increase assumption was
[owered to 6.5% per year for the first five
years of employment and 5.5% per year
thereafter. Health care cost inflation was
increasadto 9%. Turnover and disability as-
sumptions were revised based on actual
experience in 1981 through 1985.

The amortization period for the unfunded ac-
crued benefit liabilily was changed from thirty
years to twenty-five years effective July 1.
1981.

Source: Actuarial Valuation Reports. William M. Mercer Meidinger Hansen, Inc.

One of the most important duties of the Commissioner of Revenue -- as a result of the fund’s trust
character, the scale of its assets, the fund’s heavy and growing reliance on investment returns, and
the importance of superior returns for increased security and benefits for beneficiaries -- is the
determination of investment policy and the expert implementation of that policy in the interest of the
fund's beneficiaries. This report is one means of assuring the performance of those duties. An
informed system membership may be the best safeguard of beneficiaries’ interests over thelong run.
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. Numberof
Funds. Smaller Than -
laska Retirement Funds

Corporate Pension Funds 35 10301
Public Pension Funds 36 571
Union Pension Funds 3 . 1466
Endowments 2 ’ 499 (including Harvard)
Foundations 1 ({Ford Foundation) 747

Source: The Money Market, Directory of Pension Funds and their Investment Managers, 1930,
McGraw-Hill,

Supplementary Fiscal Year 1990 Information

Appended are three schedules containing supplementary information on the Teachers' Retirement
Trust Fundfor the fiscal year ended June 30, 1990, Accompanying the schedules are an independent
auditor’s report on, and notes to, the schedules.

The Report of Assets shows the amounts that were invested in different types of investments (book
value) and their respective market vaiues and expected annual income flows. The fund's equity
investments have relatively low income yields because the income estimates do notinclude the highty
variable capital gains which are usually realized annually on those investments. When capital gains
are included, equity investments normally have higher total returns than fixed income investments.
On June 30, 1990 the fund's market value of $1,701 million exceeded its book value by $126 million
and its income from investments, excluding capital gains, is expected to be about $109 million in the
current fiscal year.

The second schedule, Reconciliation of the Fund's Book Value shows sources of the fund's growth
in book value during the year. This statement reflects contributions net of benefit payments.

The third schedule, Distribution of Investment Returns by Asset Categories, shows the fiscal year's
realized investment returns on each of the different types of investments. Returns onthe fixed income
investments, which constitute 53 percent of the entire fund, are rather stabie and do not vary much
from year to year. Equity returns, on the other hand, are highly variabie on a year-to-year basis
because capital gains can be such an important element of their total returns. This last schedule
indicates realized capital gains were the dominant part of common stock returns during 1990.
Qver the last sixty-three years, capital gains, including unrealized as well as realized gains, have
averaged slightly more than half of totai returns on common stocks.

The realized rates of return shown in the third schedule are of limited relevance for a fund such as
this with a long-term investment horizon. They are inciuded as supplementary information.
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KPMG Pecat Marwick

Certifiad Public Accountants
601 West Filth Avenue

Sute 700
Anchorage AK 99501

Independent Auditors‘ Report

State of Alaska
Department of Revanue
Division of Treasury:

We have audited and reported separately herein on the financial statements of
the Teachersa’ Retirement Trust Fund (Fund)} as of and for the year ended
June 30, 1990.

Our audit was made for the purpose of forming an opinion on the basic finan-
cial statements of the Fund takan as a whole. The supplementary information
included in Schedules 1 through 3 is presented for purposes of additicnal
analysis and is not a required part of the basic¢ financial statements. Such
supplementary information on Schedules 1 and J has bean subjected to the
auditing procedures applied in the audit of the basic financial statements
and, in our opinicn, is fairly stated in all material respects in relaticn to3
the baaic financial statements taken as a whole.

P 7%5//“@'&(

Auguat 311, 1990
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See accompanying notes to supplementary information.

Percentage Annual
of total Book Market income
Assets book value value value estimate
Equities (external managers):
Real estate equities 5% $ 82,897 91,676 4,760
Domestic equities fund 31 479,245 539,685 18,930
International equities 7 113,797 123,496 2,549
Total equities 43 675939 754,857 26,239
Fixed income (Treasury managed):
Mortgages 5 82,134 85,140 7.819
Corporate issues 14 224,150 227,770 21,384
U.S. Treasury issues 28 434,168 474,487 44,068
Money market issues o] 96,802 96,967 8.354
Total fixed income 53 837,254 884,364 81,625
Total investments a6 1,513,193 1,639,221 107,864
Cash (interest earning) 1 11,726 11,726 853
Total investible assets 97 1,524919 1,650,947 $108,817
]
Net accruals receivable 3 48,924 48,924
Contributions receivabie 831 831
Total fund assets 100% $1.574,674 1,700,702

Yield to Current

maturity vyield at

at book market
value value

574% 518%

3.95 3.51
2.24 2.06
3.88 3.48
9.52 9.18
9.54 9.39
10.15 8.29
8.63 8.62 -
9.75 9.23
7.13 6.58
813 8.13
7.14 6.59
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Investment returns:
Income earmned and received £ 92574

Total returns received

Total returns receivabie
Total investment returns

Less investmernt expenses
Net investment returns

Net contributions received
Net contributions receivable

Net change in book value
Fund’s back value at June 30, 1989

Fund's book value at June 30, 1990

See accompanying notes to supplementary information.

Capital gains realized 35,720

Accrued income receivabie 18,428

128,294

18,428

146,722

(2,727)

143,995

2,332
— 831

147,158
1,427,516

$ 1,574,674

Percentage
of book
value change

62.9%
24.3
87.2

100.0%
———
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TEéchers’ Retirement Trust Fund
i nistrlbutlon of Investment Return
' by_ Asset Categor:es at. Book: V_Values

Frscal year ended June 30
(0003 ormtted)

¥

1 989

Assets

Real sstate

Domestic equities fund

international equities
Tatal equities

Mortgages
Other debt issues
Total fixed income

‘Total investment returns

Equities (externaily managed):

Income Gain (loss)
received realized

$4,975

16,091
——2.894
—23.920

Fixed income (internally managed):

7,734

60,920
68,654

$ 92,574
E—

Returns

receaived

- 4975
27,063 43,154
8.503 11,357
35,566 59,486
- 7.734

154 651,074
154 58,808
35.720 128,294
L T

See accompanying notes to supplementary information.

Total

Income investment
accrued returns
- 4,975
1,504 44,658
- 11,357
1,504 60,990
573 8,307
16,351  _77.425
16,924 85732
18.428 146,722
] L]

Percentage
yield on
annual
average

book values

6,13%
10.25
10.93

9.83

9.75
1017

10.00
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STATE OF ALASKA

The Fund

The Teachers' Retirement System is a multiple-employer cost-sharing defined-benefit, joint-
contributory system established by the State of Alaska for the paymentofretirement, disability, heaith
and death benefits to or on behalf of qualified teachers employed by the state, municipalities. schooi
districts, or other political subdivisions of the state. The Teachers' Retirement Trust Fund (Fund) is
a separate fiduciary trust fund established by state statutes. The Commissioner of Revenue is the
Trustee of the Fund and is responsible for the custody of the assets and for investing the Fund for the
best financial interest of the beneficiaries.

{1) Summary of Significant Accounting Policies

The accounting and reporting policies for the Fund conform to generally accepted accounting
principles. The more significant accounting policies are as follows:

1.

2.

Fiscal year figures are for the Fund's fiscal year ending June 30.

Net contributions reflect the amounts the Fund received from the Division of Retirement
and Benefits and represent the contributions by employees and employers less the
amounts of benefits paid or refunded.

Dividend income on domestic equities is accrued on their ex-dividend dates. Interest
income on domestic debt securities is accrued as earned. Interest income is shown net
of amortization of premiums and accretion of discounts. Accrued interest purchased is
charged against income at the time of acquisition. International dividends and interest
are recognized for income purposes upon notification by the custodian bank.

Book value is stated at cost except that the book values of marketabie domestic debt
issues are adjusted for amortization of premiums and accretion of discounts. Gains or
losses on the sale of marketable domestic debt issues are determined on a specific lot
identification basis, and gains or losses on the sale of shares in the Consolidated
Domestic Equities Fund are determined on an average lot basis.

{Continued)
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5. Investment management costs are separately charged to the Teachers' Retirement System
and are not deducted from operating income at the time income is received.

6.  Investments are stated on a trade date (ownership) accounting basis, including unsettied
transactions as follows: sold securities at proceeds amounts for both book and market vaiues;
purchased securities at cost for book vaiue and at closing market prices for market value. Gains
and losses on sold securities are recognized as of the trade date.

Market Value

The market value of marketable securities is determined by the custodial agenton the last business
day of each month. Real estate equities are valued by the managing firms. The market value of the
mortgage investments is estimated by reference to the current secondary mortgage investments as
reported by the MGIC Investment Corporation. Their estimate is of limited applicability because of
the illiquid status of those investments.

Investments

The Fund's deposits and investments are categorized below pursuant to the Governmental
Accounting Standards Board (GASB) Statement No. 3 and GASB Technical BulletinNo. 87-1 togive
an indication of the level of safekeeping risk assumed by the Fund at statement date. The Treasury
Division does not concur in the interpretation which places international equity investments under
Category 2 rather than Category 1.

Deposits

1. Insured or collateralized with securities held by the state or by its custodian in the state's
name.

2.  Collateralized with securities held by the pledging financial institution's trust department
or custodian in the state's name.

3. Uncollateralized.

Continued

170




Investments

1. Insured or registered for which the securities are held by the state or its custodian in the

state's name.

2. Uninsured and unregistered investments for which the securities are held by the broker's
or dealer’'s trust department or agent in the state’s name.

3.  Uninsured and unregistered investments for which the securities are held by the broker's

or dealer’s trust department or agent not in the state's name.

oo Gategory at book value
Ct L (000s omitted)
Deposits:
Cash (interest earning) $ 11,726
Investments:
U.S. Treasury debt 434,168 -
Corporate debt 224,150
Domestic equities fund 479,245 - -
international equities - 113,797 -
Money market issues 96,802 - -
Mortgages 82,134
Real estate equities 82,897
Financial futures - - -
$1.411122 113,797

External Investment Management

Domestic equities are assets of the Fund consisting of shares in the Consolidated Domestic Equities
Fund currently under external management by contracted managers who have been directed t©
emphasize domestic corporate common stock investments. Internationalsecurities are assets ofthe
Fund currently under external management by contracted managers who have been directed to
emphasize international corporate common stock investments. Real estate equities are assets ofthe
Fund consisting of units or shares in real estate equity funds which are under external contracted

management by various companies.

(Continued)
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Yields

Yields on United States Treasury issues and Corporate Fixed Income issues reflect weig_hted
average yields-to-maturity based on either cost values or market values. Yields on domestic equities,
international equities, and money market issues reflect current yieids based on either cost values or
market values. The yields on mortgages reflect a weighted average yield to a ten year average
maturity based on costvalues and market values. Yields onreal estate equities reflect the annualized
realized monthly income as related to book values and market values. The yield on the average
annual book value is calculated using the average of the beginning and ending of the year book
values. :
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STATISTICAL SECTION







Employer

Adak Region School District

Alaska Department of Education
Alaska Gateway School District
Alaska, University of

Alaska Geophysical Institute, University of
Alaska State Legislature

Aleutian East Borough School District
Aleutian Region School District
Anchorage Schooi District

Annette Island School District
Association of Alaska School Boards

Bering Straits Schooi District
Bristol Bay Borough School District

Chatham School District
Chugach Region School District
Copper River School District
Cordova Schooal District

Craig School District

Delta-Greely Schooi District
Dillingham School District

Fairbanks North Star Borough School District
Galena School District

Haines Borough School District
Hoonah School District
Hydaburg School District

Iditarod Area Schooi District
Juneau Borough School District

Kake School District

Kashunamiut School District

Kenai Peninsula Borough School District
Ketchikan Gateway Borough School District
Klawock Schooi District

Kodiak Isiand Borough School District
Kuspuk School District
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MPLOYER CONTRIBUTION
FISCAL YEAR 1990 |
Employer (continued) Percentage

Lake and Peninsula School District
Lower Kuskokwim School District
Lower Yukon School District

Matanuska-Susitna Borough School District 11.64%

National Education Assqgciation
Nenana School District

Nome School District

North Slope Borough School District
Northwest Arctic School District

mz>»w

Pelican School District
Petersburg School District
Pribilof School District

nom

Railbelt Schoot District

Saint Mary’s Schoaol District

Sitka Borough School District
Skagway School District

Southeast Island School District
Southeast Regional Resource Center
Southwest Region School District
Special Education Service Agency

rr >

Tanana School District

Unalaska School District

wIDIM<Orov=m

Valdez Schoot District
Wrangell School District
Yakutat School District
Yukon Flats School District

Yukeon-Koyukuk School District
Yupiit School District
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Thousands

Thousands

ACTIVE MEMBERS
As of June 30
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Millions

REVENUES
10 Year Comparison
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June 30, 1990

Employee Contributions (14.2%)

Employer Contributions (21.7%)

Investment Income (64.1%)
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Millions

DISBURSEMENTS
10 Year Comparison
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DISBURSEMENTS FOR THE YEAR ENDED
June 30, 1990

Administrative Expenses (3.9%)

I
‘|| Employee Refunds (3.3%)

Medical Benefits (11.27%)

Retirement Benefits
(81.6%)
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NET ASSETS
10 Year Comparison

Billions
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“ ~.  U.8. Government Securities (34.5%)
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